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FOREWORD 

Professors Sachindra Nath Dutt apd Siidhirendra 
Mohan Kar have impressed me as having a remark- 
able capacity for original research work. They have 
always taken a keen interest in economic research and 
investigations in social philosophy. As honorary 
research fellows of Bangiya Dhana-Vijnan Parishat(the 
Bengali Institute of Economics), and Bangiya Samaj 
Vijnan Parishat (the Bengali Institute of Sociology), 
they have taken a prominent and distinguished part 
in discussions of world-wide importance in social 
science, and of immense practical value for the econo- 
mic and social reconstructions of India. 

A brochure by Prof. Sachindra Nath Dutt entitled 
“Economics and Law of Central Banking” has 
been reviewed by the Economic Journal ( The 
Journal of the Royal Economic Society, London) in 
a manner that reflects considerable credit on hi.^^ talent 
for independent research work. His paper on Bodin, 
Montesquieu and Rousseau, the F'rench triumvirate 
of social thought, which was published as a chapter 
of my Samaj-Vijnan (Sociology), 1938, vol. I, has been 
well received by the Bengali reading public. It is a 
great pleasure to find Prof. Dutt very active in keep- 
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ing abreast of the latest theories and institutional 
developments through numerous journals of Bcono- 
mics and Political Science published abroad as well 
as in India. The present work on Civics in two 
volumes (Economics and Politics) indicates the 
mastery of its authors of fundamental principles, anc^ 
of factual data as well as their thorough acquain- 
tance with the requirements of the* beginners in 
the social sciences. Indian scholarship can expedt 
from them further contributions of substantial value 
^ along with the growth of their experience. 


Calcutta University ) rr o 

2nd Novembtr, 1940 } 



PREFACE 

In coarse of our teaching work in the 
University Tutorial College and elsewhere we have 
had (q>portunities of coming in close contact with the 
students, and of acquiring first-hand and intimate 
knowledge of their specific requirements and needs. 
We do not agree with the view that has passed 
current to-day that the students only want “convenient 
short cuts to success in the University examinations. 
There is a profound urge in them for a deeper 
intellectual satisfaction which is suppressed by our 
defective, and, indeed, soul-killing methods of teach- 
ing which continually impress upon the students 
the overwhelming necessity of passing University 
examinations with calculated economy of time and 
labour. While we have taken gi^t pains to make 
the present work eminently suitable for the require- 
ments of the students, judged from the stah(h<point of 
the University examination, we have at the same time 
endeavoured to evoke in the students a real enthusiasm 
for their subject. The University syjlabus luui,^on 
tl|e whole been closely followed. 

, *'Attenti<m may be drawn in this connection to 
a special and distinctive feature of this book. We have 



tried to present, so far as the severe limitations of 
space have permitted, the latest developments of thco. 
ries and the latest available factual data. The social 
sciences are in a process of ra(^ growth and deve- 
lopment, so that to present them in the correct pers- 
pective their treatment must be dynamic. We hav«^ , 
therefore extensively used considerable fresh and ori- 
ginal material. In our task we havfe been greatly 
assisted by the research experience that we acquired 
under the able guidance of Dr. Benoy Kumer Sarkar. 

In Book I of Principles of Civics we have 
dealt with 'Economic Theory and Indian Economics. 

In Book II we shall discuss elements of Political 
Science and Indian Administration. 

Our sincerest thanks are due to Prof. Mihir 
Kumar Sen of the Vidyasagar College and to Messrs. 
Manoranjan Guha and Anileswar Roy of the Anauda 
Bazar Patrika for the encouragement and assistance 
that we deceived from them. Our pupils Sj. Sailendra 
Mohan Kar and Sj. Nishit Chatterjee,B.A., have greatly 
helped us in correcting the proofs and seeing the 
book through the press. 


Univ^ntity Tutorial College 
Bhowanipur 
111 November, 1940. 


Sachindra Nath Dutt 

SUDHIRENDRA MQHAN KaR 
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Elementary Principles 

OF 

ECONOMICS 


CHAPTER I 


Tk* Economic AcilvHiot of Mon Man hat many 
vants. Some of these wants he must satisfy or he will 
die. For instance, to keep himself alive fie must have 
food to eat, water to drink and air to breathe. He must 
also have clothing and shelter to protect himsdf against 
the eatrcraes of cold and beat. But man is not satisfied 
merely with keeping his body and soul together. That 
is to say, he cannot be satisfied with what Plato called 
a pig’s life. He deshes to make his life happy and 
decent. Hence he mtnc some comforts and'kuotfies. 

Some of the things that man wants, such as, air, 
auidigtw we provided by Mature srith a free hand. Butler 
men of die efaings kc waats, he nicist work. Man 
mutt ttun Ids biead hy iltd iswcBt of his inow-HU the 
fiiUefNSisiN Thttt we find ilaT isaw hSa wante These 
wadies llad^odKamiaaide^orts hris^ tt^sfactioo. The 
aeilsides ol man diretdedeowmds the satisfaction of his 
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material vants are called economic activities. [ Material 
wants are satisfied by things which can be perceived by 
the senses ]. 

Subjnct MaHar of Economics s DofiniHons These 
activities of man in supplying his needs form the subject 
matter of the science of Economics. Hence Economioa _ 
has been defined as follows : — ^'Economics is the science 
of man's activities devoted to obtaining'the material means 
for the satisfaction of his wants."* It should be noted that 
man's activities in this context do not mean the activities 
of a person living alone in a desert island, in voluntary or 
forced isolation. The actions of such an individual 
affect himself only, and such a case is altogether excep- 
tional. The economic science studies the activities 
of man living in an organised society, i. e., activities 
which bring him into contact with other human beings,and 
which affect not only himself but others as well. Hence 
Economics is called a social science. We may also refer 
to lAe definition of Economies given by Prof. Marshall i 
'Economics is the study of man's actions in the ordinary 
business of life.''! This definition calls for a few words 
of explanation. Economics is a study of man's activities 
— activities which are devoted to the satisfaction of 
his wants. These are the activities that he pursues in 
the 'ordinary business of life,' In other words, Eccmo- 
mics is concerned with 'the wealth-getting and wealth- 
using activities of man.' It would however be wrong to 

* Economics. Fairchild, Fumiss, Buck, P. 4. 

I Marshall, Economics of Industry, P. 1. 
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say dtat Economics is the science of Wealtb. Some 
19th century writers had defined it in this fashloii, and 
hence it Imd come to be regarded as the 'Oospel of the 
Mammon/ Marshall however lays the emphasis on the 
study of man/'It is on the one side a study of wealth and 
on the other and more irnpormnt side, a part of the study 
. man' (MarsludD.This means in other words that wetdth 
is studied in its relation to human life and welfare* 
Wealth is only the means, and not the end— the end being 
the happiness and well-being of man. The Economics 
that we read to-day is 'the Economics of Welfare' — to 
use the happy phrase of Prof. Pigou. 

Th« Scop* of Economics : — Economics is both a 
science and an art. As a science it is a search for 
knowledge for its own sake — for the light it brings. In 
this aspect it tries to observe, classify and explain econo- 
mic facts so that economic laws may be discovered, i^s 
an art it seeks knowledge for the sake of the fruits it 
brings. In this aspect it has a practical end in view 
— this end being the improvement of the economic conr 
ditions of the people. This practical aspect of Economics 
is more important. Prof. Pigou rightly remarks ^or 
Economics is a study of mankind in theordinmy bualfless 
of life / and it is not in the ordinary business of Ufe that 
.mankind is most interesting or inspiring. One who de- 
sired knowledge apart from the fruits of knowledge would 
seek it in die history of rdigious enthusiasm, of martyrdom 
oc oflove / he would not seek it in the inarket-place."* 

*■ Econointcs of Welfare, 
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M*flieJs of Economic Sfudy : — There are tvo im* 
portant nmhods of scientific inquiry — ^the deductive 
method and the inductive method. The deductive mt> 
thod is a process of reasoning irhich starts from certain 
fenerat principles and draws particular conchi^ns from 
them. This method is also called the abstract method. 
The inductive method starts from certain facts of exp#-*^' 
rience, and arrives at general conclusion from them. 
T his method is also called the realtstic or historical 
method. 

Time was when the economists quarrelled much 
among themselves regarding the proper method for eco- 
nomic inquiry. Some of the earlier economists had laid 
much emphasis upon the abstract or deductive method. 
This had led to the invention of the fiction of the eco- 
nomic man' — a person who pursued monetary gain ener- 
getically uninfluenced by moral considerations. This 
was a highly abstract and unreal concept which proved 
to be productive of some fruitful results for the science 
but which at the same time discredited the subject in the 
eyes of many people. At present, however it may 
be said that the old war of methods is over, and 
though new questions may arise each economist uses 
in peace the method proper to himself and his 
particular theme.'* Indeed, it has rightly been said 
"induction and deduction are b^th needed for scientific 
thought as right and left foot are both needed for 
walking."* ' 

* * Schtnoller^uotcd by Marrftall, Principles of Economics 

Edition) P. 29. 
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Economic Laws : — ^What Is a lasr ? Tbt IfOfd falW 
is used In a variety of senses* It may mean airy one of 
the fdlowinc <a> customary lav, (b) law paosed ^ 
the feyislature, <c) moral law, and lastly, <d> statement of 
a relation of cause and effect. In this last sense the word 
Js used in Economics as in odier science. Everything 
that happens in the economic world related eithcf as 
cause or as effect to some other thing. It is the function 
Economics as a science to ascertain this relation. 

Laws of the different sciences vary in thdr degrees of 
precision and exactness. The law of gravitation in 
Astronomy for instance is a very exact law. Economic 
laws are not so precise as the law of gravitation. For 
the subject of Economics is human beings and not dead 
matter. The actions of men are various and complex and 
uncertain. Laws of Economics are therefore compared 
to the laws of tides. Law of gravitation is exact in the 
sense that definite and certain calculations can be made 
on its basis many years beforehand. Such calculatitms 
are made regarding the movement of planets and stars 
and they are embodied in the Nautical Almanac which 
navigators take to the sea and which they use in finding 
out where they are. The law of tides calculates ho# the 
tide rises and falls twice a day under the InfitMnct of the 
mn aid the moon, how tbete are strong rides at the new 
and ftdl moon and so cm. These calculatkMis cannot be 
perfectly aocurme and certain. Enough is not known 
dboitt the weather bcf<»ei«nd to nudm a ccrttda ptedic* 
tion yoerilde. A heavy downpour nS rate msfy upset 
sA odtedatioos. 



CHAPTER II 

Fundamental Concepts of Economics. 

Wealth and Goods i — Wealth is a most important 

* 

concept in Economics, because this is the main subject 
of our science. Wealth is not money as is ordinarily 
supposed. It existed before there was money. Literally, 
the word wealth means well-being — a thing that conduces 
to the well-being of man is wealth. This is however a 
very broad definition. In Economics the word is used 
in a much more restricted sense. It is useful to begin 
with the consideration of the concept of ^goods' to under- 
stand the meaning of Vealth' in Economics. That which 
satisfies a human want is called a good in Economics, 
Goods may be of two kinds — free goods and economic 
goods. Free goods are those which nature provides in 
abundance so that no effort or exertion is necessary for 
man to secure or use them. Economic goods are limited 
in quantity so that efforts have to be put forth to acquire 
them. These economic goods are called wealth in 
Economics. Goods may again be material or immaterial. 
Material goods are those which can be perceived by the 
senses, e. g. bread, butter, tables, chairs etc. Immaterial 
goods are services of all kinds, e*. g. the services of law- 
yers, teachers, musicians. The goodwill of a btisitiess 
is also to be regarded as an immaterial good. Wi^tb 
^n Econoniics woidd include both diese kinds of goods 
provided they have the basic quality of being ^mlte^ in 
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sopplp. Goods may again be internal' or external* iMer* 
nat goods means the personal qualities of iiiRn'~liis skl^, 
business ability etc. These are not included In die 
categoryi)f wealth although sonW^onomists are inclined 
to characterise them as 'personal wealth." Only external 
|^»od8 can be wealth. Lastly, goods may be transferable 
* or non-transferable. This means that they can either be 
passed on by the present owner to another owner, or 
they cannot be so passed on. Only the goods of the 
former kind can be treated as wealth. The economic 
definition of wealth is now clear. 

Wealth == Goods which are economic, < and not 
free i. e. which are limited in supply)— which are either 
material or immaterial — which are external to man — and 
which are transferable. Thus we see all wealth is goods 
but all goods are not wealth. Only goods possessing the 
above characteristics are wealth. If we analyse the whole 
concept of wealth we find it has two basic qualities—^ 
capacity to satisfy wants and limitation in supply.Follow- 
ing Penson, therefore, we may briefly define wealth as 
follows : — "Everything is wealth to us which has power 
to satisfy our wants, and which cannot be (^tabled with- 
out effort." 

UHtHy : — -The capacity of anything to satisfy a 
btunan desire is called its utility." The word 'utility' 
fai Economics is used in a purely technical sense. No 
Itid^teest it ^ttsed upon the moral ^faditioi of the thing 
rhatlasaid tonotsessutilitv. Wldi&y oroniun mav be 
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injurious to health but nevertheless if it satisfies a want 
it possesses utility. Prof. Pifou has preferred to use .the 
word 'desiredness' to emphasise that the concept is free 
from moral implications. It is somewhat paradoxical 
that Economics which professes to aim at human welfare 
should ascribe utility’ to commodities consumption of 
which is known to be injurious morally or physically. 
When it is remembered, however, that utility is spoken 
of in a purely technical and limited sense, and not in the 
ordinary sense of usefulness this apparent paradox is 
easily solved. 

Value and Price t — The term 'value' is relative. It 
is an estimate of the relative importance of goods. It 
tries to express the importance of a good in terms of 
other goods. Value has nothing to do with money. Let 
us suppose there is no money, and we have to ascertain 
the value of a piece of cloth without reference to money. 
In other words we assume that we are living in the barter 
stage in which goods are exchanged for goods. How 
shall we under such conditions measure the value of the 
price of cloth ? To measure i ts value we must consider 
it in relation to other goods. We would have to say that 
this cloth is equal to so much rice or wheat and so on. 
This means in other words that in exchange for the 
cloth we can obtain such-and-si4ch things. Value thus 
refers to exchange-value. "It is the expression of the 
worth of one thing in terms of another." (The expres- 
sion use-value or value-in-use is sometimes used. Thi| 
refers to the mere utility or usefulnm of a thing, c«.g. ai^ 
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sunshine etc. In Economics we are however concerned 
with only exchange-value. This means that in order that 
a thing may be said to have value in the economic sense 
it roust not only possess utility but also be limited in 
supply). 

Price is the expression of value in terms of mone^» 
In ordinary life it is price which is impdrtant. Value is 
a somewhat abstract concept and it is dilFicuit to con- 
ceive the value of a thing by relating it to the thousand 
and one commodities that are available in the complex 
society of to-day. Price is a convenient and short-hand 
form of expressing value. We say that a thing is worth 
so many Ss or £s or $s and we know its value. Thus 
we see that price implies value though the converse is 
not true i. e. value can be thought of apart from price 
as in the barter stage. 

Demand and Supply ; — Demand and supply are the 
two most fundamental concepts of Economics. Demand 
in Economics does not mean a mere desire. We have 
desire for an infinite variety of things in this world, but 
it cannot be said we have true demands for them. De- 
mand in Economics means 'effective' demand which 
implies three things . — (a) A desire for a thing : <b) Pos- 
sesion of the means of purchasing it ; (c> Readiness to 
use the means to buy it. In other words, demamd in 
Economics is backed by the money wherewith it can be 
purchgued, and by the readbiess to spend the money for 
the obfect in demand. 

^Supi^ adso is used in a technical .sense in Economics. 
It does not merely mean the stock of a <|uantity of 
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goods. It means a quantity of goods which is ready for 
sale, and which will be disposed of on receipt of the 
appropriate price. 

Both demand and supply are inconceivable apart from 
price. T here are laws of demand and supply which are 
stated in relation to price. According to the law of de- 
mand a given risb in price causes a fail in demand. Con- 
versely, a fall in price leads to an expansion of the 
demand. According to the law of supply a fall in 
price reduces supply while a ’ rise in price increases 
supply. These two laws of supply and demand are 
of great importance in Economics and at a later stage 
we shall fkid that they constitute the foundation of the 
theory of value. 

[The twin concepts of demand and supply play an im- 
portant role throughout the whole course of Economics. 
In the next chapter we shall study consumption which is 
another name for demand. In another chapter we shall 
discuss production which stands for supply. Demand 
and supply meet in and through exchange which ^ leads to 
the theory of value. Exchange has certain problems of 
its own — money and banking and so on. Exchange may 
take place on an international basis. This gives riM to 
international trade. Finally, we shall discus distri- 
bution which involves a reapplication of the theory 
of value— of the principles of demand and supply 
in relation to the factors of production. Thus we find 
that demand and supply are at the root of the entire 
economic theory/ and they crop up at every stage o^ its 
discussions]. • 



CHAPTER Hi 
Consumption. 

< ** Its importanc* : — Consumption occupies a very im- 
portant place in Economics. We have seen in Chapter I 
that the starting point of the economic activity of man is 
wants. Consumption is that part of the science of Eco- 
nomics which discusses the nature and characteristics of 
the wants of man and the questions relating to the satis- 
faction of the wants. As the wants are the sta/rting pointy 
so the satisfaction of these wants is the goal of economic 
activity. In this view the importance of Consumption 
in Economics\is obvious. 

Characferisfks of human wants : — <a> Human wants 
taken as a whole are insatiable, and are unlimited in 
number. A little reflection convinces us of the;truth 
of this fact. When a man's want for a particular thing 
is satisfied he stretches out his hands for another thing 
and then for yet another and so on in an endless manner, 
(b) Any particular want is however satiable. If any one 
consumes a particular commodity continuously for some- 
time he soon begins to dislike it however>much he may 
have relished it at first. (c> Many wants are Competitive. 
Many wants of man compete with one anodier. We 
often find that when we have some money in our pockem 
we are torn between conflicting desires for a number of 



12 ELEMENTARY PRINCIPLES OF ECONOMICS 

obfects. Once our more urgent needs are satisfied . ve 
do not know how to make the most of our little surplus 
money. There are so many things that we might want to 
buy, but the limits of the purse compel us to restrict our 
choice to only a few among them. <d) Many wants are 
Complementary i — Sometimes we find that two or mo^e 
wants are linked to one another. They, cannot be satisfied* 
separately. For instance, the wants for tennis rackets and 
tennis bails, for the pen and ink are inseparable pairs of 
wants which must either be satisfied together or not at all. 

Tha Law of diminishing utilHy t — We have noted 
above that a particular want is satiable. From this 
characteristic of human wants follows an important law 
of consumption. It is called the law of diminishing 
utility. The law may be expressed as follows in the 
words of Prof. Chapman : — "As the amount of a thing 
consumed within a given time increases, the utility de- 
rived from it increases at a diminishing rate (so long as 
utility increases at all)"* If we analyse the definition 
we find that it implies the following things (a) a thing 
is consumed continuously for sometime / <b> as a result 
the utility derived from it increases but not in propoetidn 
to the increase in quantity / (c) a point is reached when 
there is no further increase in utility at all. There is 
complete satisfaction at this point. > 

Marginal utility and Total utility : — For a clearer 
understanding of the above law it is necessary to conti^ 

* Outlines of Pofitierd Sconomy, P. 29. 
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it in relation to the tvo important concepts of nurginal 
utility and total utility. For the sake of convenience of 
exposition it is usual to suppose that a commodity which 
is consumed consists of several distinct but equal parts 
which are called units. As more and more units of a 
commodity are consumed by a person a point is reached 
.adfen he is on the margin of doubt whether further con- 
sumption would be worth while. The unit cosumed on 
this margin of doubt is called the marginal unit, and the 
utility derived from it is called the marginal utility. The 
marginal unit is in fact the last unit consumed at any 
given point of time. While marginal utility refers to 
the utility of the last or marginal unit, total utility refers 
to the sum total of the utilities of all the units which have 
been consumed. 

An ExampU ; — The meaning of the conceptions of 
marginal utility and total utility and the bearing of these 
conceptions on the law of diminishing utility would be- 
come clear in the light of an example. Let us suppose 
a boy is taking some oranges — each orange is a separate 
unit which is perfectly equal to any other orange. This 
example may be presented as follows 



Marginal utility. 

Total utility. 

1 St orange 

... 100 

190 

2nd orange 

... 75 

100 + 75-175 

3rd change 

... 50 

175+50-225 

4th orange 

... 25 

225 + 25-250 

5th orange 

0 

250 
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In the above example the marginal utility derive<l 
from the 1st orange is represented by the figure 100< 
Total utility is also 100. 1st orange is the marginal 
orange if the boy does not take any more orange. If he 
carries his consumption further and takes a Znd 
orange the latter becomes the marginal orange, and 
the utility derived from it is 75 — the marginal utility 
diminishes. Total utility is hotilrever greater being 
100 + 75=* 175. With the 3rd orange marginal 
utility fails still further being 50 but total utility 
is nevertheless greater being 225. Thus vc find that 
while total utility increases marginal utility gradually 
falls. So in a precise statement of the law of diminish- 
ing utility we have to point out that while total utility 
increases as we consume more and more of a thing, it is 
marginal utility that gradually diminishes. This is what 
is meant by 'the increase in utility at a diminishing rate,' 
which is the expression that has been used by Chapman 
in his statement of the law. Finally, however a point 
is bound to be reached when marginal utility becomes 
zero as in the above example and even negative. After 
this point there , is no further increase in total utility 
cither. The want in question is at this stage fully satis- 
fied. 

* 

Classification of Wants— Naeassarlas/ Cwnforts 
and luxuries i— From the standpoint of conspitiption, 
wants are classified into necessaries, comforts and 
luxuries. The distinctions between these three classes 
of wants turn mainly upon the question of effi* 
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dency. The necessaries are of three classes ; — <a> neces* 
saries of life / <b> necessaries of efficiency and <c) con* 
ventional necessaries. Necessaries of life are, as it is dear# 
absolutely essential for tnan‘'s existence. Necessaries 
of e/ficiency add greatly to the efficiency of man. With* 
out them his efficiency will suffer much. The efficiency 
^ tltat is added is greater than the costs (jbat are incurred. 
Conventional necessaries refer to those objects of con- 
sumption' to which man has become so habituated that he 
can dispense with them at great personal inconvenience 
and discomfort, e. g., tobacco. Comforts add to 
man's efficiency but the increase in efficiency is less 
than the cost of comforts. It may also be said that com- 
forts help to make man's life more varied and happier. 
Luxuries have been characterised as the satisfaction of 
superfluous wants. Some writers maintain that they 
satisfy the least urgent wants. The question has been 
much debated i How far can luxuries be justified ? Man's 
sense of decency revolts at the sight of a handful of per- 
sons rolling in an abundance of luxury while vast masses 
live in the midst of poverty and dirt and squalor. In this 
view it seems to be proper to urge that until a minimum 
civilized standard is assured to all no luxuries should be 
tolerated. For a scientific approach to the subject it 
seems however to be necessary to devide luxuries into 
two tosses <a> harmless luxuries and (b) ^armful luxuries. 
So fkt, harmful luxuries are concerned it is to the 
intei^st of society that they should be completely 
done away with. Harmless luxuries however need not 
necessardy be frowned upon, since they to some extent 
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add to the richness and variety of human life* It ^ouM 
however be insisted that luxuries should not be the spe* 
cial preserves of a number of bt; men. The important 
fact should also be remembered that there ought not to 
be any luxuries until the basic needs of the entire commu* 
liity are satisfied. 

The Sfandard of living : — The , standard of Uvttiff 
is a very indefinite conception in Economics. It 
is however useful because it helps us to determine 
the nature of men's consumption. The standard of 
living depends upon the amounts of necessaries, comforts 
or luxuries entering into men's consumption. If neces- 
saries — and absolute necessaries at that-*occupy the 
most important place in consumption the standard* is 
said to be low. The standard becomes higher with the 
addition of a few items of conventional necessaries, com- 
forts and luxuries. The standard is very high among 
the rich with their superabundance of comforts and 
luxuries. The standard of living is not a fixed standard 
at all but a very variable one. It varies from class to 
class and from country to country. It is undoubtedly 
a convenient formula for comparing the economic con- 
ditions of different classes and different peoples. 

• 

Saving and Spanding : — To consume anything we 
must spend money. The question bowevei arises : Must 
we spmd all the money we have or lay by a part of it for 
tbe rainy day ? Prudence has always dictated tha^^ome 
provision must be made for the futui^. Saving is also 
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necessary In a modem community to keep the machinetr 
of production Roinif. For capital is born of savins 
and seitbout capital large-scale production is impossible. 

The question has been raised whether saving is 
good or spending is good. There is little sense in this 
* qtleStion because both spending and saving are equally 
necessary. How much one would spend and how 
' tauch one would save depend upon one^s size of 
i^ome and family obligations. For the community 
as a whole it is desirable to follow a middle course 
between saving and spending. For if the people were 
to spend all of their money on present cpnsumption 
production would come to a stand -still and the future 
would find them in a deplorable state of poverty. If on 
the other hand there was all saving and no spending the 
people would starve and their very existence would 
be imperilled Hence it is elementary prudence to 
foUow the golden mean in regard to saving and 
spending. 

Tk* Law of Substilufion i — < The Law of Etpil- 
Marginal Utility >. It follows from the law of diminishing 
utility. This law shows that it is impossible to secure 
unlimHnd ssttisfaction from any particular thing. Hence 
it becomes necessary to distribute one'sdneome among 
a" m}.mber of ejects so that maximum satisfaction is 
obfaineil from each. This considemtion would lead a 
nuHi to compare the relative utilities of different commo- 
dities. His expenditure woidd be distributed in such a 
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manner that he derives equal marginal utility from the 
consumption of each. When equal marginal utilities 
are derived from ail the commodities the total satisfaction 
is also maximum. This may be made clear with refer- 
ence to an example. Let us look at the following 
table I — 


Rupees. » 

Aggregate 
utility 
of rice. 

Marginal 
utility of 
rice. 

Aggregate 
utility of 
cloth. 

1 

Marginal 
utility of 
cloth. 

1 

10 

10 

9 

9 

2 

' 18 

8 

16 

7 

3 

24 

6 

20 

4 

4 

29 

5 

23 

3 

5 

32 

3 

25 

2 

6 

34 

2 

26 

1 


Let us suppose a man has a weekly income of Rs. 9. 
What are the objects on which he would spend this 
income and in what proportions ? For the sake of 
argument let us assume that the person's choice lies 
between two commodities — rice and cloth. AccorcUng 
to the law of equi-marginal utility, the ideal distrii;»utioa 
of his income would be Rs. 5 on rice, and Rs. 4 op^ 
cloth, for in that case the marginal utilities would be 
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3 in each case, and aggregate satisfaction woidd also 
be .maximum being’; 32 + 23 - 55. If the income is dis- 
tributed between the two objects in any other proportions 
the net ' satisfaction becomes less. If suppose Rs. 6 are 
spent on rice, and Rs, 3 on cloth, the marginal utilities 
are different being 2 and 4 respectively and the total 
•satisfaction is less than what it was before being 34 + 20 
= 54. We may consider any other proportions in which 
the income may be distributed and we will find that the 
marginal utilities will differ and the satisfaction would 
be less than the maximum. 

Consumer’s Surplus : — Consumer's surglus means 
that sometimes the satisfaction that we derive from the 
consumption of a particular commodity is in excess of 
the price that . we pay for it. This excess of satisfaction 
over the price paid is called the consumer's surplus. It 
is not difficult to find examples of the consumer's 
surplus in our modern society. Our needs, for instance, 
for the newspapers, the post-cards and so on are so 
urgent that we would pay much more than one anna or 
nine pies which we do pay for them rather than go without 
them. The economic measure of this consumer's surplus 
is the eaxeas of the higher price that we would rather pay 
than go without the thing over the price that we do 
actually pay. This idea of the consumer*s surtrfus may 
beexpressedin another way with reference to total utHtey 
and marginal utility. The price that we actually pay for 
a commodity is equal to the marginal utility, but total uti- 
lity derived from it may be far in excess of |lM-inarginai 
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utility and the difference between the total utility and 
the marginal utility is the consumers surplus. 

Engal’s Law of Consumption :>^ThiS is R law which 
was laid down by Ernst Engel, a German economist. 
This law is based on the examination of the family 
budgets of different classes of people. This law 
shows : — 

<i> The lower the income the greater is the ex- 
penditure on the necessaries of life. 

<ii> The higher the incotne the larger is the expendi- 
ture on comforts and luxuries. 


CHAPTER IV 
Production 

Introduction : — In the last chapter we have dealt with 
consumption i. e. with the problems of the satisfaction of 
human wants. But the satisfaction of wants is impossible 
without the production of the objects of consumption. 
We shall now address ' ourselves to the ^sctttfdon 
of the subject of production, and the numeromM>rd}&pns- 
that are associated with it. 
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Wh*l Is Pro4>ictl^ii ?^Thc important quKtion 
that confronts na at the '^resh-hoM of this Suh}ect 
v&:^What ts jw?ifo(cif»on ? Production means crdttlon 
of new utilities.' ''iMan does not produce in the 
sense of creating things which did not exist before. 
Man's creative power is of a very limited character, 
^d consists essentially in adapting 'existing objects 
to luiman use. le is a process of rearrangement 
and reshaping of materials that already are there. Let 
us understand this in the light of a very simple example. 
We may consider our small writing table. We say that 
it has been produced by the carpenter. What do wg^ 
precisely mean by this ? We certainly do not mean 
that the carpenter knows some magic by which he created 
this table out of nothing. The table is made of wood 
which existed long before the table was made. This 
wood had its abode in the forest where it 'flourished' in 
the shape of giant trees. The trees were chopped by the 
woodcutter. The wood thus secured was dried and 
seasoned and then sent to the place where it was required. 
Finally it was given the shape of the table by the car- 
penter. The production of a table consists of a series 
of operations at the end of which stands the carpenter. 
Par from having created the table he has only given the 
finishing touches to the product of the labours of a 
number of men. The entire process from the begiltriing 
to the end has been one of adapting the wood which tras 
In the forest to the use of n&n. In its original state it 
was of Ihtie Of no use for die purposes of men bUt ^er 
its tiansfonnadcui into diis admirable Ihrie wHting tdble 
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it becomes indispensable — ^at least for us the students 
and teachers. What was not useful has been made so — 
production therefore has nieant an addition of new utility 
or utilities and not the creation of the table itself. The 
form has only been changed. The wood-form has 
become the table form. Wi^ may call this the creation 
of form utilit’^s. Utilities may , be created in otbcr 
ways. For instance there are place utilities. We may refer 
again to the example of this table. 1 his table embodies 
form utilities, but it contains place utilities also. It has 
been carved and shaped out of the wood, which had to be 
brought from the forest to a 'place 'where it might be 
required. This means creation of place utility. In the same 
way time utilities may be created. Example of the table 
again will serve to illustrate this. The process of drying 
the wood and seasoning it is spread over a period of- 
time. Time utilities are also therefore created in the 
making of the table. The table appears thus to be the 
result of the combination of a complex set of factors — 
place utilities, time utilities and form utilities. 
Creation of utilities takes place on the one or other of 
these lines, and all the various producers that we come 
across in life— the agriculturists, the industrialists, the 
traders, merchants and others are engaged in creating 
some or all of the above fdrms of utilities. Moreover, 
creation of utilities is not associated with material 
objects only— utilities may be created in the form of 
immaterial services— for services are as muchjmpor- 
tant objects of consumption as material goods. |f they 
have want-satisfying power they also possess utility^ 
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Factors of Production • — The foregoing discussion 
makes it clear that production is a complex process. 
It is to be noted now that production can take place 
only by the co-operation of a number of important 
factors* These factors have been listed as land, labour, 
capital and organisation. Much has been written afMout 
the relative importance of the different factors of pro- 
duction. It may be admitted that the aforesaid factors 
boil down to t^o fundamental factors, viz. Land and 
Labour or Nature and Man. Beyond this it is impossi- 
ble to assert definitely which factors are more important. 
One or the other factor has played a predominant part 
in the different stages of economic developpient. T ime 
was when land was all-important and was regarded as 
the only source of wealth. Later on the pride of place 
was given to labour. With the development of the 
industrial civilisation, capital and organisation have 
become more and more important. It would not how- 
ever be accurate to characterise in a general way any or 
some of these factors as being of overwhelming impor- 
tance. The important thing is the combination of these 
factors in the right proportion according to the special 
needs of each industry. 



CHAPTER V 

Land 


(jftnd : — The word land is used in Economics in a 
very broad sense. As Marshall puts it, "By 'Land' 'Is 
meant not merely land in the strict sense of the word, 
but the whole of the material and Ute forces which 
Nature gives freely for man's aid, in land and water, in 
air and light and heat." The phrase 'Gifts of Nature' 
has been used by Penson in place of land.* The above 
expression things out clearly the full significance of land as 
a factor of production. 

The Law of Diminishing Raturns : — The most 
important fact we should note regarding land is that 
its supply i^ limited. This gives rise to a most 
important law. This law is known as the law of 
diminishing returns. It has been expressed by Marshall 
as follows : "An increase in the capital and labour 
applied in the cultivation of land causes in general a less 
than proportionate increase in the amount of produce 
raised."! Let us analyse this definition. <1> There is 
a particular plot of land , <Z> capital and labour applied 
to it are increased / <3> application of more capital 
and labour increases the produce of th e land / <4) Hiis 

* Cf. ''Land is the repieseotative of the free gifts of nature. Which 
are of economic significance." (Henderson , Demand and Supply, t*S83) 
t Matshall.-'Bcoaoiiiics of Industry, P. 91. 
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increase in 'produce is smaller in proportion tban the 
increase in capital and labqpr / <5> it is of the utmost 
importance to observe that the law relates to the 
amount of produce an^. not to the price of the 
produce. 

• >** An example will shed much light ^ the operation 
of the law. Let us suppose there is a farmer cultivating 
a bigha of land. -Capital and labour worth Rs. 10 are 
applied to ft at first and the amount of produce, say rice, 
that is raised in consequence is 10 maunds. The farmer 
decides to apply more capital and labour with a view 
to increase the produce. Let us suppose hedoubles the 
quantity of labour and capital so that capital and labour 
worth Rs. 20 arc now devoted to the lan^. Now the 
amount of the produce that will be obtained from the 
land will not be doubled. It will be less thmi double, 
i. e., smaller in proportion than the increase of labour 
and capital. Thus while the amount of capital and labour 
are increased from Rs. 10 to Rs. 20, the consequent 
increase in produce will not be from 10 maunds to 20 
maunds but to,say,15 or 16 maunds. [For convenience of 
exposition capital and labour applied to land are supposed 
to consist of equal successive doses. As in the above 
example we found that two equal doses of capital and 
labour— each worth Rs. 10 — were applie^. It iff fui^her 
to be noted that as the law of diminishing utility leuds 
to the oonc^on of marginal u^ty in the same uuuingr 
the law of dimini^ng returns leads to the conc^ition 
of maiginal rttums derived from the margimd dose 
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of labour and capital ]. Let us now look at the following 
table : — » 


A Plot of land 1 Bigba in sSza it culfivafad 


Doses of Capital 
and labour.' 


Marginal returns Total Produce, 
of produce. 


lOdstdose) 10 mds. lOmds. 

10 <2nd dose) 5 mds. 10+5 = 15 mds. 


It would be clear from the above table that the 
diminishing returns refer to the decrease in marginal 
returns or marginal produce— /total produce goes on 
increasing,^ at least for sometime. The marginal produce 
of the second dose <3> is less than the marginal produce 
of the first dose (4). This is called the law of diminishing 
returns. 

This law is however subject to certain limitations, 
as is indicated by the qualifying phrase, in general, in 
Marshall's definition. We may consider these limitations 
one by one : 

<1> Sometimes it happens that the land is insufficiently 
cultivated with the first dose or even the first few doses 
of capital and labour. Msaimum utilisation of the re- 
sources of the land may require increasing application 
of labour and capital for sometime. In such a case 
returns from the land may increase instead of dimiaishiog 
— ^we may have increasing returns instead of diminishing 
returns. ■*' 
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<2> Secondly, an improvement in vhat has been 
called the arts of agriculture may hold the operation of 
the law in check. If a new machinery for cultivating 
land is invented, and more capital is invested in the land 
in the shape of this machinery, production may greatly 
increase instead of diminishing. 

<3> Lastly we have to note that some inferior grades 
of land become superior grades as the result of certain 
changes in thetr surrounding circumstances. Develop- 
ment of irrigation facilities or of drainage facilities may 
endow a land with new fertility. The law of diminish- 
ing returns -which would have come into swift operation 
in the land when it was of the inferior variety Is again 
held in check as a result of the improvement in the 
quality of the soil. More capital and labour may now 
yield increasing returns from the land instead of dimi- 
nishing return. 

In conclusion however it is to be noted that the limi- 
tations mentioned above do not invalidate the law. The 
specific circumstances that we have considered above 
only hold the law in temporary abeyance or check. Ulti- 
mately this law does and must come into operation, the 
fertility and other resources of the soil being limited. Had 
it not been for this law, all the corns of the world 
could be produced from a siimll plot of land by pouring 
More and more capital and labour into it. 



CHAPTER VI 


Labour 

Labour: — The word 'labour' ifi Economics is used 
in a special sense. We are apt to associate labour with 
the labourer. This leads us to think that labour means 
manual labour. In Economics, however, labour as a 
factor of production includes both manual and intellec- 
tual labour. 

Produefive and Unproduefiva Labour : — The earlier 
economists made much of a distinction between produc- 
tive and unproductive labour. Adam Smith, for instance, 
characterised as unproductive all works which 'perish 
in the very instance of their performance and seldom 
leave any trace or value behind them.' These works 
are the services of all kinds — the labours of domestic 
servants, of administrators and magistrates, of soldiers 
and priests, of doctors, artists, authors, teachers, musi- 
cians and so on. Adam Sinith thought that labour 
which was devoted to the production of material obiects 
was alone productive. Services were regarded as un- 
productive by Adam Sinith because they did not result 
in the production of material ob)itctS. This distinction 
has bdtn regarded as incorrect and misleading by the 
modern economists. According to them production 
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means, as we havese&i, creation of utilities. So utilities 
may assume the form either of material objects or of 
services. 

The expression unproductive labour is used in a quite 
different sense, now-a-days. Labour is now regarded as 
unproductive if it fails to produce any utility at all. Thus 
labour devoted to a half-finished building which is not 
fit for human habitation is unproductive. While however 
the old distinction between productive and unproductive 
labour has been definitely rejected a new distinction 
between more or less productive labour has been, made. 
This means that sometimes our labour results in the 
creation of adequate utilities. At other times the utilities 
created fall far short of the efforts made. 

Efficiency of Labour : — Efficiency of labour depends 
upon two important conditions, viz., <a> ability or com- 
petence of the labourer himself and <b> ability of the em- 
ployer who directs the work of the labourers. Ability 
of the worker implies the following . — <i> His physical 
fitness. This depends upon his standard of living, and 
on heredity. The main question under this head is 
whether the labourer is provided with only the bare 
necessaries of life or also gets the necessaries of efficiency 
and some conventional necessaries and comforts. In the 
former event his efficiency would inevitably be low. 
A fairly high standard of living is absolutely essential 
to efilciency. <ii> Technical fitness : — This is a matter 
of training and experience <iii> Intellectual fitnesis : — 
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This is a matter of education. <iv> Moral fitness ; — This 
is a questiofi of character. 

It may also be noted that efficiency is greatly affected 
by climate and by the environment in which the labour- 
er works. Marshall pointed out that for efficiency the 
labourer must Work in an atmosphere of freedom, hope- 
fulness and change. 

<b> Ability of the employer: — Under the modern sys- 
tem of production the labourer is not his own master. He 
is only a part of a gigantic machinery of production which 
works satisfactorily only if its different parts co-operate 
in the right manner. This co-operation is controlled and 
directed from above by the employer. The latter can 
contribute much to the efficiency of the labourer by 
proper direction and control. Labourers working under 
bad employers are bound to be somewhat inefficient. 



CHAPTER VII 
Capital 

> Capital : — Capital is born of saving. *^ov, what is 
saving ? We have seen in Chapter 11 what wealth 
means. . Wealth may either be spent or saved. When 
wealth is saved it becomes capital. Saving however 
does not mean hoarding. Hoarded wealth is not capital. 
Wealth that is devoted to further production becomes 
capital. Like wealth capital is independent of money. 
It is however usual to express capital in terms of money. 
Essentially 'by capital we mean concrete instruments 
made by man.' These instruments are utilised for 
further production. These instmments are themselves 
the results of the past labours of man. Hence capital 
is sometimes characterised as 'past labour.' It must 
not however be thought that capital is only an olf-shoot 
of the factor of labour, It should be regarded as an 
independent factor of production. For if labour has 
created capital, capital also has greatly assisted labour. 

FixacI Capital and Circulating Capital ^"Capital 
which is capable of rendering repeated services is called 
fixed capital. That which can perform Its service once 
is called circulating." Buildings, plants and tnaphinery 
constitute fixed capital. Raw ouiterials, finished goods 
etc. are circulating cai^tal. 
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Grewfh of Capital Capital are have seen is the 
result of saving. There cannot be any saving arithoat 
a surplus. Prof. Seligtnan says 'the root idea in the 
conception of capital is that of a surplus.' But while 
there cannot be capital without a surplus, the mere exis- 
tance of a surplus does not create capital. Certain im- 
portant conditibns of the growth of capital mSy* 
therefore be noted. These conditions' may be divided 
into two broad classes, viz , <at> Subjective conditions, 
that is conditions relating to the mental attitude of man 
and <b> Objective conditions which are external to man. 
Subjective conditions : — <i> Foresight. This refers to 
the habit of distinctly realising the future and of mak- 
ing provisions against its uncertainties. It is the habit 
of subordinating the present to the future. This habit 
has developed gradually in man in course of a long pro- 
cess of social evolution. <ii> Another important psyicho- 
lo^cal condition of the growth of capital is family 
affection. Attachment to one's family naturally induces 
a person to save wealth so that the family may not be- 
come destitute after his death. <iii) Yet another psydho- 
logical factor that sometimes contributes to the growth 
of capital is love of power and position. With some 
people, making money becomes literally a passion. A 
love of display and ostentation and power is at the root 
of this money-making craze. <b> Objective conditions : 
<i> The most important objective condition is the exis- 
tence of a surplus above necessaries^ TMs is apparent 
from the nature of capital as we haYe un^rstood ^t 
above. An attempt to save wh^h tbdre is no teat surfiM 
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can only be harmful. For instance a poor man with a 
low wage who tries to save by stinting himself in food 
and clothing does incalculable harm to himself as well as 
to his children. 

(2) Another important objective condition is that 
thfte should be reasonable security of life and property 
in society. In the absence of such security the urge to 
save is very weak, as one stands in constant fear of 
being killed or robbed of one'* saved wealth. 

(3> Scope for investment is also a very important 
condition. The stimulus to saving comes not mgrely from 
the desire to make a provision for the future. It is 
derived to a greater extent in the modern world from 
the desire to use it as a source of more wealdi. This 
cannot be possible unless there are sufficient opportuni- 
ties for investment, i. e. unless there is a strong demand 
for capital which can be utilised in pioducrive processes. 



CHAPTER Vm 
Organisation 

The function of organisation is the direction aVidf 
control of land, labour and capital so that they may 
work together effectively. This important function is 
entrusted to the business man, the enterpriser, the entre- 
preneur. 

Tka Rola of fho Entropronour : — The entrepreneur 
has been characterised as the captain of industry. His 
functions are those of organisation and leadership. It 
has been said that the entrepreneurs are concerned with 
deciding things rather than with doing things. The func- 
tions of the entrepreneurs are mainly of two kinds, 
<a> bearing of risks and uncertainties and <b) organisation. 
As regards (a) it is to be noted that the modern system of 
production is a long and round about process so that 
its results cannot be foreseen. In consequence a great 
deal of risk is involved in modern business and industrial 
enterprise. There must be some one who would be 
prepared to shoulder this risk for otherwise production 
would become impossible* With regard to <b} it is to be 
observed that the modern system of production is so com- 
plex and is on such a large scale that without organisation 
there would be nothing but chaos in business and indus^ 
try. The entrepreneur has to do this work of organisa* 
tion by bringing together the different factors of|»ro- 
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duction and by assigning them to their proper vofhs. 
This is at once a delicate and a hard task. In this view 
the entrepreneur must possess certain special qutdUles. 
He must not only have directive ability, and capacity 
for leadership but must also be endowed, with the power, 
of imagination to a high degree. He must be a 
«hrewd judge of human character and* must possess 
wide knowledge of business and market conditions. Last, 
but not least, he must be a man of courage without being 
an adventurist so that he may be ready to face risks. 

Typas of Businast Orsanisatlen ; — Business may be 
organised on the basis of (a> the single entrepreneur 
system, (b> the partnership system and (c) the system of 
the Joint Stock Company. <a> Tha singla antrapranaur 
systam played a great role in the past but has ceased to 
be important in modern times. Under this system the 
entire work of financing and organising industry is done 
by a single man. 

<b) Tha Partnarship Sysfam : — Under this system 
two or more persons get together and organise a business. 
There is a close personal contact between the different 
partners. The system is based upon the principle of, 
unlimited liability which means that 'each of the part* 
tiers is liable individually and without limit for ail debts 
of the firm.' 

<c> Joint Slack Sysfam i — The Joint Stock System 
is the most important system of business organisation 
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of modem thnes. Tf>e Joint Stock enterprise has 
played a very important rote in modern capitalist deve- 
lopments Its main advantage is that it is b^d upon the 
principle of limited liabiiity which signifies that the in- 
vestors in such a Company are liable to the creditors 
only to the extent of their investments. Their liabiiity 
for the debts of the firm is thus limited. Their personal' 
properties cannot be touched in cbse of the Company 
going into liquidation. It is further to be noted that the 
shares of a Joint Stock Company are transferable. This 
makes possible a greater division of risks. A person 
who has purchased shares of a company is not 
tide down" to it to the bitter end. If he does not 
think well of its prospects he can dispose of his 
shares. 

The organisation of a Joint Stock business is of a 
somewhat complex character. It consists of the follow- 
ing distinct parts. First there are the shareholders who 
bear the real risks of the business. All shareholders do 
not bear equal risks. There are ordinary shareholders 
and preference shareholders. Those who had preference 
shares have claims to a fairly high rate of interest. The 
ordinary shareholders are not entitled to receive any 
fixed rate of interest. Their reward depends upon the 
success or otherwise of the business. There is another 
class of persons who contribute to the capital of the 
Joint Stock Company. They are known as Debenture 
holders. They practically take no risk as ^y ati en- 
ritled to a fixed rate of interest for the capital advanced 
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by them. Moreover* Denture Ikc^iiers, if their iotercft 
is net paid, may be entitled to seize or sell Um i t s sj ^ 4sf 
the COTipany in order to get their money. Thai .«« ^ 
that the Joint Stock Company raises its capital frpm. fhe 
shareholders and Debenture holders. After the share*^ 
holders we come to the directors of the Company. The 
^ directors are elected from among the .shareholders by 
the shareholders. They lay down the general policy 
of the business. The actual work of supervision and 
management, however, is done by salaried managers and 
other employees. 

Special problems of orgaiiisati9n 

Division of Labeuri — One of the important charac* 
teristics of the modern system of production is that it is 
broadly based upon division of labour. The division 
of labour may be considered from two aspects. In one 
aspect it is a process of specialisation. A man applies 
himself wholly to a particular kind of work or to a part 
of a work and acquires special skill and competence in 
its performance by continued application. In another 
aspect, division of labour means co-operation~co- 
opeiation among a large body of workers each engaged 
in a specialised function. 

Forms of Division of Labour : — (i> * Division 
tftd^, professions and indumries. Thin b the coaMppoest 
fwm of division of labour that we meet wi^ in fifg. 
We find that dtferent persons go in lor difftaent trades. 
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industries and professions. One person may choose 
an independent profession, say, of law, or of medicine. 
Another may choose an industry. A third may take 
up a particular trade and so on. 

<Z> Division into complete processes. Production 
of some commodities may pass through several stages, 
each stage being complete in itself. Production of doth/ 
for instance, consists of several distinct processes, 
some persons are engaged in growing the cotton, others 
make the yarn, still others produce the cloth. Each of 
these processes is complete in itself. 

(3) Division into incomplete processes. Within the 
same industry there is a subdivision of the processes 
of labour. We may refer to Adam's Smith celebrated 
example of the manufacture of pins. The production 
of pins, as Adam Smith noted was divided into 18 
operations — some one straightened out the wire, another 
prepared the head of the pin, yet another sharpened its 
point snd so on. 

<4> Geographical or Regional Division of labour. This 
means that different countries or different localities within 
the same country specialise in the production of parti' 
cular commodities. In other a^ords, territorial division 
of labour may be either international or national. Inter- 
nationally we find that Britain specialises in the produc- 
tion of certain kinds of manufactured goods— cotton 
goods, steel goods and so on. America toms out maau- 
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factured goods and important rav materials of industries 
too. India's production of manufactured goods is Iinii< 
ted, but she is an important raw-material pro&tcing 
country. Within a particular country also we find this 
form of division of labour. For instance in India, Bengal 
produces jute goods, while production of cotton goods 
.isfocalised mainly in Bombay, Ahmedaba^ and Sholapur. 
Sugar production is confined to a great extent to United 
Provinces and Bihar and so on. The causes which 
loeatim of industries in particular areas <that 
is, territorial division of labour) are many and various. 
(1) Sometimes natural advantages play a very impor- 
tant part. Bengal, for instance, enjoys an exceptional 
natural advantage in respect of the production of jute 
and this. has led to the growth of the jute industry 
in this province. Nature has endowed England and 
Germany with enormous coal resources which 
entitle them to certain special industrial advantages.. 
(Z) Sometimes however accidental and historical causes 
are the determining factors. Such historical causes led 
at one time to the decline of the indigenous cotton 
industry of India. But historical circumstances ag^n 
brought about the revival of the cotton industry in India 
which now occupies an important place in die national 
economy. .Accidental causes in the shape of theladvan- 
tages of an early start have alao determined localisation. 
In respect of the production of cotton 'goods Boniit's.: 
advantages are not, negligible. The raw, material can be 
cbeaidy imported, the advantages of a big mathet and of 
sufficient power <viz. coidi and there, but siia^ fact 
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that other provinces of India had a long start over her 
places her art a great disadvantage. 

Advantagos of Division of Labour : — <1> Oain in 

nfdll — Continuorts aq>plication to a particular business or 
to a particular operation in an industry greatly increases 
shill and efFicieecy. * . 

<2> Oain in oAapiatim — A particular worker is 
assigned to the work for which he is best adapted or 
fitted. Naturally a worker can give of his best only 
when he is called upon to do the work for which he has 
a natural aptitude and ability. 

<3> Eeofiomy of time — T ime is saved because a work- 
er devotes himself entirely to a particular work. He 
does not change from one work to another nor does be 
have to lo<di about for his stools. Moreover the training 
period is shortened when competence has to be acquired 
in a special type of work. 

(4> SHmulns to invention — By continuous concen- 
tration upon a particular operation the worker may hit 
upon an invention whereby the operation can be carried 
out by a machine. 

<5) The division of labour also facilitates the^ use of 
maebiiiery because the processes are Amplified. A dmple 
and easy operation requiring no exercise of the inttfli'- 
gence can be performed better by the machine than by 
the band. 

Speoial advantages of the territoriad tbalsionof 
fad>oar. 'h nudsm possible the iMudmiini otiliBaRion 
nanirafadvaniagesdFacountiy. ... a 
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Ltmtts •! DMiioii ^ Uibewr : — &Bith 
had noted that division cS labour is sul>|eot to- two 
important limits. (1) It is limited by the extent 
of the market. Division of labour leads to a larger 
output. The larger output must find a proper niatket. 
Otherwise division of labour becotUcs unpro^MUe. 
. (2) It is limited by the quanrity of capital. Diviston of 
labour means employment of a large number of labour* 
ers with consideraUe mechanical equ^nnent. This 
cannot be possible without sufficient capital. 

Besides these limits division of labour has cerudn 
distinct disadvantages. 

Ditadvantagas of Division of Labour : — (1> The 
worker's mind becomes doll and mechanical and 
his outlook on life becomes narrow. The indepcfi* 
dent craftsman who flourished before the adveiu of 
industrial capitalism felt an artistic and creative |oy in 
his work. He had to display some originality and 
novelty in his work. But the modem industrial worker 
is tied down to a machine and his whole intelleettad 
horiaon is confined to the operations of the madiina. 
Even Adam Smith was aware of this ami he Initeed 
that continuous pursuit of a particular work woidd result 
in mentsd torpor and stupefaction. 

<Z> Another ^eadful result of the ^vision of iahour 
bis been the groatth of rite ends of die toife^aade fat^Ofy. 
In iiie eaily acages of indasirbd develc^Mnem the ifie of 
afhiiie la the faciaricswmieuchfhati baggaiedilttJeti^* 
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tion. The atmosphere in which the workers had to work 
was absolutely soul-killing and dehumanising while the 
long hours of work simply re-introduced a new form of 
slavery. While these conditions have been improved 
by the method of elaborate factory legislation there still 
remains much scope for further improvement even in the 
most advanced tjountries of the world. • 

Larga-scal* Production : — Division of labour has 

led to large-scale production and the latter in its turn 

has encouraged further division of labour. Large-scale 

production involves uses of machinery and division of 

labour on a considerable scale. 

< 

Advantages of Large-scale Production : — <1) As 

Penson has said, "The advantages of the large-scale 
Industry may be summed up in one phrase — saving of 
productive eifort." This means that the large-scale 
producer secures economies of various kinds. The 
economies fall under two heads : — <a> Those asso- 
ciated with the working of the business— buying of its 
raw materials, marketting of its goods etc. <b> Those 
connected with the attracting of customers — economies 
in advertisement. 

<2> Large-scale production facilitates the utilisation 
of by-products. "A very large woollen factory finds 
it advantageous to utilise the fatty matter which is 
attacked to. the wool as it comes from the sheep's back. 
This grease goes to waste in a smaller establish* . 
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ment / whereas the largre mifl, by putting in a plant for 
the special purpose of treating the grease, finds it a 
source of gain."* 

<3> The large-scale producer can spend more money 
on research and experiment. This is easy to understand 
.biKause the funds at his disposal ar^ ample. His 
opt>ortunities for reaping large profits are also consider* 
able. Hence he can profitably invest more in research 
and experiment. 

Relativa advantages and ditadvantagas of large* 
scale and small-scale production 1 — The advantages of 
the small-scale producer are the disadvantages of the 
large-scale producer. These may be noted as follows : — 
<1) In a small-scale factory "the master's eye is every- 
where." Close and detailed supervision is possible. 
<2> There is a personal contact between the employers 
and the employees. This to some extent minimises the 
possibility of industrial disputes. (3/ The small-scale 
producer can cater to the special requirements of indi- 
vidual customers. (4) The small-scale producer has 
advantages in respect of the artistic goods which cannot 
be turned out by machinery. 


* Taussig, Prfnci^es of Econoinics,. P. '54, 



CHAPTER IX 


Exchange and Value 

r 

Barter Exchange vs. Money Exchange : — What is 
exchangfe ? It is a process of give-and-take. X gives 
Y a piece of cloth and takes from the latter a quantity 
of rice. This is exchange. Exchange is called barter 
exchange when goods are directly exchanged for goods 
as in the above example* In modern economic life 
however exchange takes place through the medium of 
money. X sells his piece of cloth for so much money, 
and Y sells his rice also for money. Money has greatly 
facilitated exchange. 

Difficulties of barter : (1) Absence of a double coin- 
cidence In wants i — X and Y want to dispose of their 
respective goods as in the above example, but no direct 
exchange can take place between them if X does not want 
Y's rice and Y does not want X^s cloth. X must possess 
what Y wants, and Y must possess what X wants. In 
other words there must be a double coincidence of wants. 

<Z) Difficulties of Subdivision I — X has a cow. He 
wants a seer of rice which Y possesses. The cow may 
be worth * a great deal more than a seer of rice. X has 
nothing else to offer in exchar^ if fie fives Che C0w 
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he is a loser. On the other hand, he cannot divide up 
the cow to give only a portion of it. Thus difficulty 
of subdivision stands in the way of barter exchange. 

<3> Thar* is no standard or m*asur* of valuo — How 

, much rice would be exchanged for a .'piece of cloth P 
This is very difficult to estimate in the absence of a 
common measure of value. 

(4> Thor* is no slor* of Valuo >Most goods are 
perishable so that those goods which cannot be disposed 
of in time will perish. They cannot be stored to satisfy 
further wants. But if there were money, those goods 
could be sold for money and this money could be stored 

The Theory of value 

Hew value or pric* is d*t*rmin*d :^We have seen 
in Chapter II what value means. Exchange gives rise to 
the problem of value. In the theory of value we 
discuss the question how value is determined. In modern 
times we are concerned with money exchange and not 
with barter exchange. Hence the theory of value re- 
solves itself in fact into an inquiry as to how price is 
determined. For in actual life we are concerned not so 
much with value as with price. 

Price is determined by a process of inter-action 
of demand and supply. Let us try to understand this 
in the light of the following example : 
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How Price of Radio*sots is dotorminod 


Demand 

Price 

Supply 

No. of Radio-sets. 

Rs. 

No. of Radio-sets. 

1000 

500 

16,000 

3000 

450 

9,000 

-( 5,500 

410 

5,500 > 

6000 

400 

5,000 

10,000 

350 

3,000 

15,000 

300 

2,000 


In the above table we find that when the price is per 
ratio-set Rs 500 there is a demand for 1,000 radio-sets 
and a supply of 16,000.This means the price is high and 
therefore according to the laws of demand and supply 
demand is small while supply is large. When we con- 
sider the next line of the table we find price has dropped 
to Rs. 450 per radio-set and with the fall in price demand 
goes up while supply comes down. In the third line 
we find there is a further fall in price to Rs. 410 with 
a consequent increase in demand and decrease in supply. 
At this point we find that both demand and supply are 
equal. This is called a state of equilibrium. A price 
at this point is called the equilibrium price or the market 
price. So in a complete statement of the theoi'y of value 
ive would have to say that demand and supply int&i'act 
on each otJm' through price changes until they equate 09' 
are in equililm/um. Once they are in eqtiilibHum the 
P9'ic€ settles dovm and becomes a stable p?'ice which is 
cnllcd the market price equilibrimh price. Why is 



ELEMENTARY PRINCIPLES OF ECONOMICS 47 


price stable at this point ? A glance at the above table 
will make this clear. When price is above Rs. 410, that 
is say, Rs.430,the demand is for 3000radio-sets,while the 
supply is to the tune of 9000 radio-sets. Supply is thus 
much in excess of demand. The reason for this is that this 
is a tempting price for sellers while the price is too 
• hi^h for buyers. But since there are more radio-sets 
than there are buyers to purchase them, price must be 
reduced,for otherwise the whole supply cannot be disposed 
of. Hence price Rs. 450 is an unstable pi ice. The 
position is such that price must come down. If again 
we look at the 4th line of the table we find that the price* 
Rs.400 is too low so that demand is in exces^of supply. 
This excess demand cannot be satisfied unless supply 
increases. But supply will not increase imless price 
rises. Hence price Rs. 400 is also an unstable price. 
Here also the position is such that the tendency would 
be towards an increase in price. The same is true of 
all the other prices except the price Rs. 410. Here 
deAiand and supply are in equilibrium so that there is no 
tendency towards either an increase or a decrease in 
price. This price is therefore a stable price. 



CHAPTER X 

Money 


What IS Money — We have all a fairly clear idea 
of money. It plays a mighty role in our everyday life. , 
The object of our economic efforts . is to earn money . 
Indeed a craze for money is a common enough pheno- 
menon in the world of to-day. And yet the very first 
thing that a student of Economics should learn is that 
'money is not important in itself. Its importance lies 
in what it^ can purchase, viz. real goods or services. 
Man does not enjoy money but the goods or services 
that money can buy. Students of Economics must 
therefore try to 'pierce the monetary veil in which most 
business transactions are shrouded, and to see what is 
happening in terms of real goods and services."* 

Definition of Monoy Following Robertson tt'C 
may define money as ''anything which is widely accept- 
ed in payment for goods or in discharge of other kinds 
of business obligation." Merc definition however does 
not make the meaning of money quite clear. It has been 
said ''money is what money does." This means in 
other words; that we can understand the meaning of 
money by considering its functions. These functions 
arc primarily : <a) money is a medium of exchange / 
(b) money is a standard or measure of value. L.et us try 


Robertson, Money, P. 1, 
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to understand these two functions. Money is a medium of 
exchange means that instead of goods being directly 
exchanged for goods, they are exchanged through the 
medium of money. A wants to sell clothes and B to 
sell rice — there is no direct exchange of clothes for rice 
as in barter. Each sells for money, and each buys with 
nioney whatever he requires. Exchange* is greatly faci- 
litated by money, since the difficulties of barter arc 
completely got over. <B) Money is a standard or 
measure of value. This means that the worth or impor- 
tance of goods and services is expressed in terms of 
money. In an earlier chapter we noted how difficult 
it is to estimate the value of an object by considering 
its importance or worth in relation to thSt of other 
objects. This estimate of value becomes easy when 
we use money. We say that a ring is worth so many 
Rs. or As. and we at once know its value. 

From the above two primary functions two other 
functions have been derived. These are called derivative 
functions : 

<a) Money is a store of vaine : — A commodity may 
be perishable, so that the person possessing it is likely 
to sustain a loss if he cannot immediately consume it. 
If however he sells it for money he can store this 
money, and use it on a future occasion to buy things 
he may require. 

(b> Money is a standard of defer/ed j>ayments : — 

Credit transactions are greatly facilitated by money. 
A cash transaction is complete on the spot — but a credit 
transaction requires a payment in future. What is the 
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amount that must be paid in future ? This is easily 
determined with reference to a fixed sum of money. 

Qualities of money : — We have seen what the 
functions of money are. Now to discharge these func- 
tions properly money must possess certain important 
qualities. These qualities are <1> Acceptability — This 
means that money must be something which passes 
freely from hand to hand. It must be widely accepta- 
ble. <2> Portability — Money must be such that it can 
be easily carried about. It must possess great value in 
small bulk. <3> Stability — Money must have stable 
value in order to be a reliable storer of value, and a 
standard of deferred payments. <4> Durability — Money 
must be made of substance that lasts. If it is easily 
destroyed it cannot be a good storer of value. (5> Homo- 
(jeueitij — The monetary units must 'be of the same kind.' 
They must be uniform in quality and size. For example, 
one rupee must not be better than another rupee in buy- 
ing things. <6) DirLsibility — Money should be capable 
of being easily divided, so that smaller sums may be 
paid as easily as larger ones. <7> Cog ni', ability — The 
substance of which money is made must not be easily 
confused with other substances. In short, money ought 
to be easily recognised. (8> Malleability — It should be 
made of metal that can be melted and worked up into 
varying shapes and forms. 

Forms of Money : — <1> Standard money — Standard 
money has two important characteristics. <a) It is the 
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standard of all values— the values of goods and services 
as well as the values of the subsidiary coins. It is by 
virtue of this characteristic that this money is called 
the standard money, ^b) Its face value is equal to its 
intrinsic value. In other words, the value fixed upon 
this money by law is equal to the value of the metal that 
, tftis money contains. • 

<2> Token money : — Its distinguishing feature is that 
its face value is greater than its intrinsic value. The 
subsidiary coins are token money. Paper money is also 
token money. It should however be noted that token 
money may assume the character of standard money 
by functioning as a standard of values, which is the 
more important characteristic of standard money. For 
instance the Indian rupee is token money because its face 
value is greater than its intrinsic value. But it is also a 
standard money since it functions as a standard of values 
in our country. 

The problem of fhe monelary sfandard <a) Mono- 
mefallism vs. Bimetallism * — One or two metals may 
enter into the composition of the standard money. In 
the first ease we have the monometallic standard ( either 
of gold or of silver or of any other metal > and in 
the second case we have the bimetallic standard 
<gold and silver or any other two nletals circulating 
together). This distinction is based upon the 
number of metals of which the standard money is 
composed. 
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<b> The Gold sfandard and the Gold Bullion 
standard : — We may distinguish between two species 
of the gold standard — the full gold standard and the gold 
bullion standard. The full gold standard exists when 
gold standard coins are in circulation, e. g., in England 
before the Great War. Under the gold bullion standard 
gold coins are hot in circulation It is paper notes alc«^g 
with the subsidiary coins that circulate. The paper 
notes however are convertible into gold. This standard 
is as good as a gold standard and hence the characteris- 
tics of a gold standard have been described as follows : — 
<1> Either gold circulates or the paper money is 
freely convertible into gold and vice verm. 

(2> There are no restrictions on the export and import 
of gold. For the gold standard is essentially an interna- 
tional standard, i. e. it operates at the same time in a large 
number of countries. This facilitates both international 
trade and international loans. Indeed, the case for the 
gold standard is based mainly upon the advantages that 
flow from its international character. 

<3> A sufficient gold reserve is maintained to ensure 
convertibility. 

<c> Paper or Free Sfandard : — We may next refer to 
the monetary standard which has been called the free 
standard, the paper standard* or independent monetary 
standard. In the case of this standard the paper money 
is completely divorced from gold or other metals 
so that it cannot be converted into gold. The paper 
standard has come into prominence since the last econo- 
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mic depression. The present monetary standard in Eng- 
land is of this variety. America also adopted a paper 
standard for a time after the onset of the economic depres- 
sion, to say nothing of a host of other smaller countiies 
who went off the gold standard; The question has been 
raised whether gold standard or paper standard is 
• pi^ferable. While we cannot go into the details 
of this technical discussion we may point out that 
some of the advantages of gold as an international 
standard are claimed by important international paper 
currencies of which the sterling is the most notable ex- 
ample. Paper standard has also been denounced on the 
ground that it has a tendency to go out of t^ntrol since 
it is not subject to the severe limitations that are im- 
posed on the gold standard in the shape of compulsory 
gold reserves. But recent experience appears to have 
demonstrated that the paper standard can under proper 
management be at least as stable as, if not more stable than, 
gold standard. "On the whole," says Gayer, "if there 
has been excess in the management of the free currencies 
it has been an excess of prudence and caution : they have 
been operated as if they were gold currencies."* 

Legal Tender : — Money that is certified by law and 
whose acceptance is compelled by law is legal tender. 
It must be accepted when it is offered in payment for 
goods, in discharge of debts or of otheV business obliga- 
tions. Money can be either unlimited legal tender or 

* Gayer, Monetary Policy and Economic Stabilisation, P. 176. 
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limited legal tender. In the former case any amount 
of the money offered must be accepted, for instance, 
sovereigns in England. Acceptance of limited legal 
tender can be enforced or compelled up to a certain 
limit only. In England, shillings are legal tender up to 
£ 2 only. Standard money is unlimited legal tender 
while token mOney is limited legal tender. The Indiln 
rupee and half-rupee though token money are however 
unlimited legal tender. 

Coinage problems : — Problems relating to the manu- 
facture of coins. (1> Free coinage — When law permits 
coinage up« to any amount coinage is said to be free. 
This may also be called unlimited coinage. <6> Graini- 
foiis coinage — Coinage is said to be gratuitous when no 
charge has to be paid for coinage (3> Brassage — When 
a fee is paid for coinage which is exactly equal to the 
cost of coinage this fee is called brassage. <4) Seigniorage 
— When a fee is charged which is in excess of cost it is 
called seigniorage. In this case the currency authority 
makes a profit. 

Paper money : — Paper money is more important than 
coins as circulating media in most civilised countries. 
Although its intrinsic value is little, a value is stamped 
upon it by law which makes it as good as metallic money. 
Its value depends upon a strict limitation in supply. To 
ensure this limitation in supply issue of paper notes is 
regulated by currency laws. Laws prescribe that it 
should be backed by gold or silver up to an adequate 
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amount. Any one who wants to dispose of his paper 
money and get some metallic money can do so by 
applying to the currency authority. Paper money as 
described above is convertible paper money. There 
can however be also inconvertible paper money* Such 
money is not convertible into gold or silvc^r. The paper 
•or* free standard that we discussed aboNfe is an instance 
of inconvertible paper money. 

Advantages of Paper money; — (1 ) It has set free a large 
quantity of gold that was formerly in circulation. A part of 
gold thus released has been used for other purposes, e. g.. 
for the purpose of purchasing goods from abroad. <2> It 
saves the loss due to wear and tear that the use of coins 
involves. (3) It is more economical because paper 
money can be produced with much less labour than 
metallic money. (4> It is more convenient to carry 
paper money. 

Disadvantages of Paper money — (1) It has only 
national value. It cannot be used for international 
payments. <2> It may be made inconvertible and then 
overissued. This is regarded as the most serious draw- 
back of paper money. A Government under pressure 
is likely to repeal the laws that restrict the issue of 
such paper. Overissue of this currency reduces con- 
siderably its value and sometimes it becomes almost 
worthless. This is called inflation — which means 
expansion of currency accompanied with excessive 
rise in prices. While discussing however the paper 
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Standard we had occasion to note that the paper stand- 
ard or inconvertible paper money does not necessarily 
lead to these results. This is essentially a matter of 
prudent and cautious management. 

Appreciation and Depreciation of money : — Appre- 
ciation and depreciation of money relate to the rise and 
fall in the value of money. It should be remembered 
that money is not valued for its own sake, but for 
the things it buys, i. e. goods and services. Value of 
money therefore depends upon the prices of goods and 
services. When these prices fall the value of money is 
greater because the same quantity of money can buy 
more. This is railed appreciation. When prices rise money 
can buy less. Its value falls. This is called depreeiatio)i> 

Gresham’s Law: — ''When good money and bad money 
circulate together in a country the latter tends to drive the 
former out of circulation." What is the explanation 
of this law ? Good money has more value outside 
circulation than inside it. Hence it is withdrawn from 
circulation, and profit is sought to be made out of it. 
It is withdrawn in the following ways : — 

(1) Hoarding — Since good money has greater value, 
it is hoarded for future requirements, 

<2) Sale by weigh! i — Since good money has greater 
value outside circulation, it is profitable to melt it ^nd 
sell it by weight. 
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<3> Foreign payment « — Foreigners will accept the 
genuine good money, and not bad money. This also 
drives the good money out of circulation. 

The law is however subject to two limitations : — 
<1> if the total quantity of the circulating money is less 
•in "proportion than the requirements of traefe and industry, 
good money will not go out of circulation. <2> Some- 
times bad money and not good money is driven out of 
circulation if it is strongly condemned by public opinion. 


CHAPTER XI 
Credit and Banking 

What is Credit ? : — Credit means belief or trust. 
When this belief or trust forms the basis of a business 
transaction it is called a credit transaction. Ordinarily, 
transactions take place on the basis of a mutual give- 
and-take. A person buys goods and gives money in 
return for them. Or, if there is barter exchange, goods 
are given for goods. If however someone gets from 
another some goods but does not give the latter in return 
either money or other goods, but promises to pay the 
full value for these goods in future we have a credit 
transaction. An analysis of a credit transaction shows 
that it consists of two distinct elements — confidence or 
faith and 'a period of time.' A credit transaction is not 
completed on the spot. It spreads over a period of time 
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and becomes complete only when the promise to repay 
in future is fulfilled. 

Instrumenfs of Credit : — It will have become clear 
from the foregoing discussion that credit is essentially a 
process of borrowing and lending. Now in modern 
economic life this process of borrowing and lending 
takes place on a very wide and organised basis. To 
regularise the whole process the modern business world 
has adopted certain 'instruments of credit.' 'Instrument' 
as a legal term means a document. It is used here in 
this sense. Instruments of credit are therefore certain 
documents iwhich bear evidences of credit transactions — 
they are evidences, that is to say, of debts. They remain 
in the possession of the lender who may use them to 
demand payment in future. The following are the 
instruments of credit : — 

<a> Cheque : — 'A cheque is a document requesting 
a banker to pay the bearer a specified sum of money.' 
A transaction in which the cheque is used involves 
three parties — the person who draws the cheque, the 
banker upon whom the cheque is drawn and the person 
in whose favour the cheque is made out. 

is Cheque money ? : — We have seen in the previous 
chapter what the qualities of money are. Of these qua- 
lities the most important is 'general acceptability.' The 
cheque lacks this quality. It is not legal tender. Hence 
it is not regarded as money. 
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<b) The Bill of Exchange : — The bill of exchangfC is an 
instrument of credit which is of special importance for 
international payments. With the aid of this device 
payments for imports are made and payments for exports 
are received without jtold being used for this purpose. 
Let us try to understand how the mechanism of the bill 
•of exchange operates in the light of an*cxample. For 
the sake of simplicity let us suppose trade takes place 
between two countries England and India * A merchant 
in England X imports from an Indian merchant Y raw 
cotton worth Rs. 1000. On the other hand, an Indian 
merchant A imports from an English merchant B cotton 
piecegoods valued at Rs. 1000. Thus X in England 
has a payment to make to Y in India to the tunc of 
Rs. 1000. Likewise merchant A in India has a payment 
to make to the merchant B in England to the extent of 
Rs. 1000. Now through the medium of a bill of ex- 
change the payments in the two cases can be so set off 
against each other that there would be no need for ship- 
ment of gold. 

England 

X B 

A 


V ^ 

Y 

India 

* For the sake of simple exposition it is alto supposed that the 
transactfons take place in terms of Rs. only and no reference is made 
to £. s. 
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Let us look at the above Figure. Y in India who is 
the creditor in relation to X in England who is the debtor 
draws a bill of exchange on X, and sends it on to the 
latter for acceptance. X having accepted this bill sends 
it back to Y who must hold it until the bill matures <the 
bill is a sight bill if the payment has to be made as soon 
as the drawee ^accepts it. It is a time bill when the 
payment has to be made at some future date — thirty days 
or sixty days or ninety days after.* In the present ex- 
ample we are considering a 'time bill' which is more 
commonly used). In the meantime a transaction has 
taken place between A and B, and the former, i. e. the 
debtor in India will have to pay to B, i. e. the creditor in 
England. What A does is not to send gold but he 
simply goes straight to Y, secures the bill from him by 
paying its full value and then sends it on to B who 
realises the money from X when the date men- 
tioned in the bill for payment arrives. Thus this 
document greatly facilitates payment between the 
two countries — the creditor in England as well as the 
creditor in India are duly paid their dues without the cost 
of sending gold being incurred. Such transactions with 
bills of exchange are going on on a very large scale 
between all countries of the world. Some banks spe- 
cialise in this business (foreign exchange) and sale and 
purchase of bills take place through them. 

Wkaf is a bank and whaf are ifs functions ? — A bank 
is defined as a dealer in credit. This means that a bank's 
functions are those of borrowing and lending. It borrows 
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money from some people and advances money to others. 
It is important to observe that banks play a vital role 
in modern economic life. Modern business and industrial 
enterprise require the application of capital on a very large 
scale. A great part of this capital is furnished by banks. 
The banks however do not themselves supply this capital. 

• The banks serve as a connecting link between the investors 
aod savers in the community. Those who have surplus 
funds at their disposal keep the same on deposit with 
the banks. The banks use the funds to advance money 
to those who are engaged in trade or industry, which is 
of course done in a cautious and careful manner in accor- 
dance with certain well-recognised principles of banking. 
Thus it is evident that borrowing and lending are two 
inseparable aspects of banking business. 

The Central Bank : — The Central Bank does not 
aim at profit. Its functions are those of contiol and 
supervision over the other banks. The Central Bank 
is entrusted with the following important functions : — 

<1> It is the Bankers' Bank— Commercial and other 
banks apply to the Central Bank for relief in case of 
difficulty. The Central Bank in turn tries tu exercise 
a restraining influence upon these banks. 

<2) The Central Bank is banker to the .Government. 

. <3) The Central Bank enjoys the monopoly of note- 
issue. 



62 ELEMENTARY PRINCIPLES OF ECONOMICS 

Commercial Banki, Industrial Banks, ate. The 

commercial banks are run for profit and they lend money 
for short periods. 

There are many other types of banks. For instance 
there are industrial banks to advance long-term capital 
and to meet the special requirements of industiies. There 
are agriculturab.banks e. g. the co-operative banks of our 
country and so on. 


CHAPTER XII 
Distribution 

What Distribution means : — We have seen what 
production means. We have also seen how different 
factors co-operate in the work of production. As a 
result of the co-operation of the factors a total 
quantity of goods and services is produced. The 
problem of distribution is as to how this quantity is to be 
divided up among these factors. The total product is 
the outcome of the services rendered by the different 
factors. These factors must be rewarded for their ser- 
vices. The problem of distribution is to ascertain how 
these rewards are to be determined. Three questions are 
to be discussed in this connection : — 

<1) What is there to distribute ? 

<2) Among whom will the distribution take place ? 

(3) What will be the respective shares. 
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<1) It is to be noted that it is the National Divi- 
dend which is to be distributed. This National Divi- 
dend is a country's totai quantity of goods and services 
produced in a particular year by all the factors of pro- 
duction. It is the total net product and should be dis- 
tiuguished sharply from the totai gross product. In other 
wQrds, it is the total product minus ibe portion of it 
which is required to replace the raw material, fuel, 
and to repair machineries, instruments, etc.— which are 
called costs of replacement. This means that the whole 
of the product cannot be consumed by the factors— a 
portion must be set apart for purposes of repair and re- 
newal of machineries, replacement of raw materials etc. 
Otherwise there cannot be any further production. 
Total or gross product minus this quantity is called the 
net product. Hence National Dividend has been defined 
by Marshall as follows : — 

The labour and capital of a country, acting on its 
natural resources, produce annually a cei tain //rZ aggre- 
gate of commodities, material and immaterial, including 
services of all kinds, This is the tiue net annual income, 
or revenue, of the country / or the national dividend. 

<2) Turning to the second question we may note that 
the distiibution rakes place among land, labour, capital 
and organisation — which aie the different factors that 
contribute to the production of the najional dividend. 
As Marshall puts it:— The National Dividend is at once 
the aggregate net product of, and the sole source of pay- 
ment for, the different factors of production. 
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<3> The distribution takes place according to the 
principles of demand and supply. The theory of value 
has to be applied here. The relative importance of each 
factor is judged with reference to the demand for and 
supply of the factor. In other words, as there are 
prices for goods and services, so there are, as it were, 
prices for different factors of production. .. 

Rent 

What is Rent ? : — Rent in Economics is that portion 
of the National Dividend which goes to the factor land 
for its services in production. 

Ricardo’s Theory of Rent : — Ricardo's theory of rent 
forms to a great extent the foundation of the modern 
theory of rent. Before Ricardo the economists held 
that rent is the result of the bounty of Nature. Rent 
thus appeared to them to be a gift of nature. Ricardo 
goes however to the opposite extreme and says that rent 
is due to the niggardliness of nature. Ricardo points out 
that so long as good land is available in plenty there 
cannot be any rent. After the supply of the first grade 
land is exhausted it becomes necessary to have recourse 
to second grade land. As soon as the second grade 
land is cultivated the first , grade land begins to bear 
a rent in relation to the second grade land. An example 
will make this clear. Suppose A is the first grade land. 
Capital and labour worth Rs. 10 are applied to this land. 
The amount of corn that is produced on this land is 
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40 mds. Now let us suppose that the supply of land 
A is exhausted so that land i. e., second grade land 
has to be brought under the plough. Now, since the 
second grade land is of worse quality than the first 
grade land or land A, to produce the same amount of 
corn as on land A more capital and labo ur must be 
applied. Let us suppose capital and labour^vorth Rs. 13 
are applied to land B to produce 40 maunds of corn. 
Thus we find the cost of production on land B is greater 
than the cost of production on land A by Rs. 5. Now 
the price of the corn in the market must be such as to 
cover the cost of production of the second grade land 
for otherwise it would not be worth-while to^cultivate 
this land at all. That is to say, the price will be equal 
to Rs. 15 for 40 maunds. The first grade land gets the 
benefit of this price, for in the market there can be only 
one ruling priqe. But as we have observed, the cost of 
production of the first grade land is less so that the owner 
of this land gets a surplus which is measured by the 
difference between the cost of production and price — 
Rs. 5 in this case. This surplus is according to Ricardo 
the economic rent. 

Ricardo finally sums up his theory of rent m the 
following words t — ''Rent is that portion of the produce 
of the earth which is paid to the landlord for the use of 
the original and indestructible powers of the soil.'* 

CrlHcifiti of Rocardo’s thoory of rent : — Ricardo's 
theory has been subjected to some adverse criticisms. 
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(1) Criricfsm has been directed against what has 

been called Ricardo's conception of the historical ojrder 
of cultivation. We saw in the example that we consi- 
dered above that according: to Ricardo good land of first 
grade land is cultivated first and then the second grade 
land and so on. It has been pointed out that this is not 
always true. • • , 

(2) The rent that we find in actual life docs not cor- 
respond to Ricardo's economic rent. 

<3> It has further been pointed out that land does not 
possess either original or indestructible powers. 

Contract Rent : — This is to be sharply distinguished 
from economic rent. The economic rent arises in the 
manner we have discussed above. Contract rent is the 
result of a contract between land-lords and tenants. 
The rent that we find in actual life is usually this con- 
tract rent. Many factors besides those we considered 
in connection with economic rent enter into the deter- 
mination of this rent. For instance, custom, legislation 
and competition influence the determination of rent in 
India. But although such special factors cause the con- 
tract or actual rent to diverge from economic rent, 
on the whole the price paid for the use of land tends to 
approximate to the economic rent. 

Modern fheory of rent — In its essentials the theory 
of rent as elaborated by Ricardo is accepted by modern 
economists. Rent is admitted to be a surplus: arising 
from the differential qualities of various types of land. 



ELEMENTARY PRINCIPLES OF ECONOMICS 67 


, This conception of rent as a surplus has bovever to be 
fitted into the theory of demand and value which governs 
remuneration of factors as we noted above. The basic 
facts to be noted in this connection are that the 
supply of iand is severely limited and that land in any 
country consists of various grades and qualities. These 
^peculiarities in the nature of the supply of land (viz. 
limited supply and differences in quality) together with 
the extent of the demand determine how far cultivation 
would proceed, which in turn determines rent. In the 
last analysis therefore rent or remuneration for land 
depends upon the interplay of the factors of demand and 
supply. 


Interest 

What It inleratl and how is it dolorminad? — Interest 
is the reward for the services rendered by capital to the 
productive process. As in the case of other factors so 
in the case of capital the reward is determined by the 
factors of demand and supply. As Penson puts it, "the 
interaction of the forces which influences borrowers and 
lenders results in a price for the service of capital — the 
rate of interest." The demand for capital comes from 
the borrowers while the supply comes from the lenders. 
Demand for capital is due to the fact that capital is 
essential for production. Hence there is i;eadiness to pay 
a price for its use. Oh the other hand, the supply of 
capital depends upon saving which requires the sacrifice 
of present consumption. It is not quite correct to cha- 
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racterise this as "abstinence' as some writers have done — 
for a rich man who saves cannot really be said to abstain 
from pleasure. He saves because he has an enormous 
surplus. On the other hand, it cannot be denied that 
saving means postponement of present consumption, and 
it involves what has been called 'waiting" for future con- 
sumption. As Prof. Pigou puts it : — "Generally speak- 
ing, everybody prefers present pleasures or satisfaction... 
to future pleasures and satisfactions of equal magnitude 
even when the latter are perfectly certain to 
occur."'* In this view a special inducement in the 
shape of interest must be offered in order to stimu- 
late the desire to save. Considering the matter 
from the aspects of both demand and supply we thus 
find that there is bound to be a price for capital — a remu- 
neration is sure to be paid for its services. The question 
arises : what would be the level of the price, or, what 
would be the rate of interest This is determined exact- 
ly in the manner in which the price of any other commo- 
dity is determined. We may recall to our minds how 
price is the result of a process of interaction of demand 
and supply. The same process works out here in a 
similar fashion. 


Wages 

What are wages? The remuneration that goes to 

labour for its services in the work of production is called 


Pigou / Economics of Wetfare, P. 25. 
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wages. Labour, ve should remember, includes both manual 
and intellectual labour.Hence wages strictly speaking are 
not the reward for labourers only. All persons engaged in 
the work of production and receiving fixed pays may be 
said to receive wages.lt is usual however to characterise 
the remuneration that goes to the higl^er grade of em- 
• ployecs as salary. 

Money wages and Real wages : — The remuneration 
that the workers receive in money is called the money 
wages. It is so many shillings or rupees per week. 
The actual amount of goods and services that the worker 
can get constitutes his real wages.Real wages hicludt the 
facilities that are furnished free of cost by the employer. 

How wagos are determined : — Wages are also deter- 
mined by the general relations of demand and supply. 
.On the one hand, the services of labour are absolutely 
essential for production, and this gives rise to the demand 
for labour. There is demand for labour because labour 
is productive. On the other hand, as regards supply, 
it should be observed that this depends upon the 
number of labourers available. This is a question 
of the size of the working population. At one time 
some economists thought that wages of labourers 
tend to be just so much as is necespry to keep 
this population alive. The rate of wages in this view 
is more or less fixed so far as at least the aspect of supply 
is concerned. This process of reasoning has however 
been found since to be extremely fallacious. It im- 
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plies that if wages arc increased this would increase the 
marriage rate and birth rate so that the number of 
labourers would increase gradually bringing down wages 
to a lower level* This is called the Iron Law of wa^fes. 
The fallacy of this reasoning lies in the unwarranted 
assumption that increase in wages would necessarily 
increase the number of labourers, It is quite possible 
that the effect may be to increase their standard of living 
It has been pointed out that ''the enhanced pros- 
perity <caused by higher wages) will, in the long run, 
bring about the development of a higher spiritual and 
cultural level in which more forethought is exercised 
about children and more satisfactions rival to that 
of having children come to the front."* In this view 
an increase in wages may lead to a decrease in the 
number of labourers rather than the other way round. 
The significance of all this discussion is that wages on 
the supply side cannot be said to be rigidly determined 
by the number of labourers* The number of labourers 
itself depends upon wages* In other words, on the supply 
side wages are not only determined by the number of 
labourers but also by their standard of living. 

Profita 

Whaf it Profit and how is it detarminod ? — 

Profit in actual life is a composite income — it is made 
up of diverse elements. Returns for capital, labour, land 


♦Pigou * Economics of Welfare, P. 101, 
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and orfifanisation arc all mixed up together^ This 
is gross profit. When we subtract from this total all 
the elements except that which is the reward for risk- 
taking and organising we get the net profit. It is this net 
profit which is of interest to us in the present connection. 
It is the reward of the entrepreneur who takes the risks 
^f business and who does the work of organisation. 
Profit is however an uncertain and fluctuating income. 
It is not an income that is fixed in advance as wages and 
interest and rent are. The entrepreneur is the person 
who brings together the different factors of production 
and contracts to pay their remunerations which are 
fixed beforehand. His own income is the residue that 
remains after the claims of all the other factors have 
been met from the proceeds of the joint product of the 
business. So in answer to the question how profit is 
determined we have therefore to point out that the laws 
of demand and supply are difficult to apply here. For, 
profit is not, like the other incomes, determined by any 
definite laws at all. Its size depends upon the fluctuations 
of business. Sometimes its amount is very large while 
at other times it may be even negative. Profit is not 
determined in a regular and definite way. 
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International Trade 

Whaf is International Trade ? — In an earlier chapter 
we had occasion to refer to geographical division of labour. 
Such division of labour, we noted, takes place on an 
international scale as well as on a national scale. The 
international geographical division of labour naturally 
gives rise to international trade. Every country cannot 
produce all the things it requires — it produces only those 
in respect of which it has some advantages^ and imports 
others from the different countries of the world. Eco- 
nomically the different countries of the world are thus 
interdependent. International trade thus means trade 
between nations. 

Advantages of international trade i — (1) Based as 
international trade is on a geographical division of labour^ 
it enables a country to devote itself entirely to the pro- 
duction of those commodities in respect of which it has 
the greatest natural advantages. Thus international trade 
enables a country to exploit to the full its natural 
resources. 

<2> It brings within the reach of a country things that 
it cannot itself produce, and thus its people have an 
opportunity to satisfy a wider variety of . wants and tastes. 
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<3) It considerably widens the maiket for the products 
of a particular industry. The latter can adopt division 
of labour and large-scale production on a much broader 
basis. This leads to more economical and scientific 
production. 

(4) Last but not least international trade has an 
inestimable cultural value. It has brcnight the different 
countries of the world together, and has facilitated a 
commerce of ideas and thoughts along with the commerce 
of goods and services. 

Oisadvantagas t— Disadvantages of international trade 
constitute the justification for protection.* They arc 
therefore discussed in detail in connection with the argu- 
ments for protection. We may however briefly consider 
them here. 

<1> The most important argument that is levelled 
against international trade is that it makes a country 
dependent upon other countries. Such a country is placed 
at a considerable disadvantage when the supply from 
abroad is cut off. 

(Z> Sometimes a country may have natural advan- 
tages in respect of some industry, but on account of 
foreign competition may not be able to develop it. 

<3) Instead of encouraging international amity foreign 
trade is often a prolific source of internalional strife and 
conflict. 

Free Trad* vs. Protection : — This, issue turns essen- 
tially upon the relative advantages and disadvantages of 
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international trade. Free trade is advocated on the 
assumption that international trade has more advantaf es 
than disadvantages and hence trade between nations 
should be free and unhampered. The advantages of 
international trade on which free traders base themselves 
have been discussed above and should not be repeated 
here. But we may carefully examine some of the 
arguments for protection : — 

<1) It leads to dependence on foreign countries. 
Disadvantages of this dependence are great in period of 
dislocations, e.g. a major economic crisis or a war. This 
has given rise to a craze for economic self-sufficiency 
in recent Umes. It is called economic autarchy. This 
end is sought to be achieved by an elaborate system of 
protective tariffs. 

(2) The most important argument that is advanced 
in favour of protection is that which was developed for 
the first time by a German Economist Friedrich List. 
The gist of this argument is that all countries are not in 
the same stage of economic development. Some are ad- 
vanced and industrially strong while others are backward 
and weak. There cannot be fair competition between them 
on a free trade basis. Hence the need of protection for 
the latter. This reasoning forms the basis of the famous 
infant industries argument. A country whose industries 
are weak and undeveloped must protect them against the 
competition of the powerful industries of other countries. 

(3) Another important argument in favour of protec- 
tion is .that it leads to the diversification of industries. 
An excessive dependence on one industry is undesitable. 
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TtfB te evkfent from the evil consequences of the <l€pcn- 
d€tf^e of our people upon a single industry like agricul- 
ture. By the method of protection it becomes possible 
to develop a number of Industries which would not other- 
wise develop. 

• * Concluiion : — Protection is no doubt idstified in some 
circumstances as a method of encouraging industrial 
development. Indeed, almost all the important indus- 
trial countries of the world — Britain, LI. S. A.# and 
Germany built up their industrial organisations behind 
the protective walls of high tariff. In fact, whatever be 
the theoretical justification for free and unrestricted inter- 
national trade, in practice protection becomes sometimes 
necessary. At the same time it should be borne jn mind 
that protection is a costly affair. When imports from 
abroad arc cut off, the supply of the commodity affected 
is restricted with consequent increase in price. The 
benefit of the higher price goes to the producers of the 
protected industry, but the burden of protection has to 
be borne by consumers. For a country of poor con- 
sumers this burden is difficult to bear. For instance in 
India protective policy should be cautiously applied. 
As Prof. K. T. Shah puts it 'the strongest plea of 
Frcc-T radc in India is that of cheapness / given the 
almost incredible poverty of the Indian people, the policy 
which claims cheapness to the consumer as the guiding 
maxiin cannot but command a most respectful attention/' 
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Public Finance 

What is Public Finance ? — The word finance signifies 
'money matters ' Public finance therefore relates to 'the 
monetary affairs of public authorities, that is, of Govern- 
ments. In other words public finance is that branch of 
Economics which deals with the income and expenditure 
of Governments. Hence the study of public finance 
falls into two distinct parts — one relating to public income 
or public 'revenue' and the other relating to public expen- 
diture. There is a third aspect of public finance, viz. 
Public Debt which would be dealt with separately. 

Public Revenue : — Public revenue is derived from 
various sources : — (1> receipts from public property, e.g. 
public lands leased to tenants, <2) receipts from enter- 
prises carried on by public authority, e- g. Post and 
Telegraphs in India and so on, <3) receipts from volun- 
tary public loans,<4> The most important source however 
from which public revenue is derived is taxes. 

What is a fax ? — "A tax is a compulsory charge 
imposed by a public authority" <Dalton>* The essential 
characteristic of this charge is, as Prof. Taussig has put 
it, that the Government does not offer a direct quid pro 
quo or return for this. The tax proceeds are utilised For 
the general purposes of the Government. 
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Adsm Smith’s cannons of faxaHon : — AdBtti Sfttith 
discussed: four important principles of taxation. These 
are as follows : — 

(1) Tlie PrinHple of Ability — Each tax-payer should 
make a contribution to the expenses of the state accord- 
ing: to his ability. 

«<2) The Pnnciple of Economy — It sipuld not take 
out of the pockets of the people more than what it brings 
into the exchequer. 

<3) The Principle of Convenience — Due regard should 
be paid to the convenience of the tax payer. 

(4> The Principle of Certainty — Time of payment, 
manner of payment, quantity to be paid should be dis- 
tinctly known to the taxpayer. 

To these the following two principles are added by 
modern wriiers i — 

(5) Principle of elasticity or lleribility — The tax 

must be elastic, i. e. can be made to yield more or less 
revenue according to necessity. 

<6> P'inciple of sufficiency — Taxes must yield enough 
revenue to enable the Government to make both ends 
meet. 

Impacf and incldance of a fax : — The impact of a 
tax is upon the person from whom the tax is collected. 
The incidence is upon the person who ultimately pays 
the tax. 

Direct and Indirect Tax : — A direct tax is really paid 
by the person on whom it is legally imposed, while an 
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indirect tax is imposed on one person but is paid by 
another. A tax is said to be direct when impact and 
incidence coincide — when impact and incidence are upon 
the same person. It is indirect when the impact is upon 
one person while the incidence is upon another. The 
income tax has to be paid by those who receive incomes. 
It cannot be .passed on or shifted to some other person. 
That is to say, the same person has to pay the tax and 
to bear the actual burden of the tax — impact and inci* 
dence are upon the same person. The tax is direct. As 
an example of indiiect taxation we may take a tax on the 
sale of a commodity, say, salt. In this case the impact 
is upon the sellers of salt, but if the sellers succeed 
in raising the price of salt by the amount of the tax 
then it is the buyers or consumers who pay the tax. 
The incidence is upon the latter. Thus impact, 
and incidence diverge and the tax is said to be 
indirect. 

Advantages of a direet tax : — (1) It is a reliable mea* 
sure of ability. It can be so adjusted as to suit different 
levels of income. It lends itself to the progressive 
method of taxation which is considered the most satis- 
factory method. 

<2> It is less liable to evasion when it is collected at 
the source of incomes. 

<3> It conforms to the principle of certainty laid 
down by Adam Smith. The taxpayer has a difiniie 
idea as to the time, manner and the amount of the tax 
to be paid. 
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DkmdvaiitsgaM (1> Direct taxes are not popular. 
People resent direct taxes because the)r feel that they 
have to pay the taxes. 

(2) Ail direct taxes cannot be deducted at the source. 
There is much evasion of such taxes. 

<3> Direct taxes cannot by themselves yield a suffi* 
cient amount of revenue. T hey must {>e supplemented 
by other forms of taxes. 

Advantaaes of an indlracl tax (1) It is more 
popular because it is not 'felt.' 

(2> It is imposed on 'spending,' i. e. on expenditure 
and therefore saving is not discouraged. 

(3> Poor persons who cannot be subjected to the 
burden of direct tax can pay indirect taxes. Such pay- 
ment, however small, is thought to be necessary to induce 
in the masses a sense of political responsibility. 

<4) It affords a broad basis of taxation. As we have 
noted direct taxes alone cannot be made to yield suffi- 
cient revenue. Hence a resort to indirect taxes becomes 
inevitable. 

Disadvantages of indirect tax :->(!) The greatest 
disadvantage of the indirect tax is that it bears hard upon 
the poor. The reason for this is that the indirect tax if . 
it is to yield substantial revenue cannot be imposed upon 
articles of luxury but should be imposed upon .iiemt«iiar«es 
which enter into the consuasiMiien of a wide dIaHtof 
men. 

(2) Expenses of collection are sometimes very great* 
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<3> Its yietd is somewhat uncertain — it falh much 
during the period of depression. 

The Problem of Justice or Equity in Taxation : — The 

problem of Justice or equity in taxation is a problem of 
great importance in public finance. Taxation im|>oses 
a burden upon the community. The problem of justice in 
taxation is as to how this burden is to be distributed among 
the different members of the community so that no in- 
justice is done to any individual or class. In other words, 
it is a question of fair and equitable distribution of the 
burden of taxes. To secure this object many rival prin- 
ciples of taxation have been proposed — the cost of service 
principle, the principle of benefit and the principle of 
ability. The first principle means that taxes for any 
individual should be in proportion to the cost of services 
that the Government renders to him. This principle is 
difficult to apply in practice because it is impossible to 
calculate separately the costs for any individual. The 
benefit principle also breaks down on the same ground. 

It is difficult to get an accurate measure of the benefit 
received by any particular individual. Moreover, it 
leads to the impossible position that the poor people 
should be more heavily taxed than the rich because the 
poor people receive greater hejp from the state than the 
rich. There is a fair consensus of opinion among econo- 
mists and writers on public finance that the principle of 
ability is best calculated to serve the ends of justice in 
taxation. The rich should contribute according to their 
abilities and so would the poor. This inevitably leads 
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to the that the rich should be taxed more in 

proportion than the poor. 

Proportional Taxation vs. Progressive Taxation : — 

The principle of ability being accepted as the true and 
guiding principle of taxation the question arises : what 
method of taxation should be adopted tq give practical 
effect to this principle ? Here the choice lies essentially 
between progressive taxation and proportional taxation. 
Proportional taxation means that taxes are imposed in pro- 
portion to different amounts of income. Thus if a person 
with an income of Rs. 100 is charged Rs. 5 then a person 
with Rs. 1000 should be charged Rs. 50. That is to say, 
the rate of the tax viz. Rs.5% remains the same throughout 
the different levels of income. According to progressive 
taxation, however, this rate changes i. e. it is revised 
upwards as we ascend higher up the levels of income. 
While the rate is 5 per cent for an income of Rs. 100, 
it may be 10 per cent for an income of Rs. 1000 i. c. the 
total tax would amount to Rs. 1 00. The most widely 
accepted view is that progressive taxation is better 
calculated to give effect to the principle of ability than 
proportional taxation. 

Public Expenditure : — The subject of public expen- 
diture has received greater attention in receipt times than 
before. Formerly it was regarded as a sound maxim of 
public finance that the state should take as little as 
possible from the citizens by way of taxes and spend as 
little as possible. Now however it is widely recognised 
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that there is an enormous scope for useful and beniftcial 
public expenditure. Public expenditure has been classified 
in various ways. It is more instructive to consider the 
various objects on which public income is spent. A rough 
catalogue of the items of public expenditure may be 
presented here : — (a> Military ciiarges — maintenance of 
the police and ^rmy in peace and war. (b> Civil charge^ 
maintenance of the machinery of the Government, admi- 
nistration of justice etc. <c) Debt charges. <d> Indus^ 
trial and commercial charges — maintenance of consuls 
abroad, supply of currency, conduct of postal services, 
etc. (e> The social expenditure. This is assuming in- 
creasing importance in modern times. It means expen- 
diture on health, education, old age pension, poor relief, 
provision for unemployment etc. 

Public Debt » — Public debt is dealt with separately in 
public finance. It however belongs in a sense to the do- 
mains of both public income and expenditure. The loans 
floated by the Government are a source of income to it. 
Thus public debt is a source of public income. But 
public debt involves expenditure as well when the interest 
on, or the principal of, the debt has to be paid. In this 
sense public debt is an object of public expenditure. 

In a general way it may* be said that for ordinary 
expenditure the Government ^ould depend upon taxes but 
for special and extraordinary expenditure it may have re- 
course to loans. For instance for the purposes of a war 
or for the purposes of productive works requiring large 
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capital expenditure the Government may borrow money 
either at home or abroad. 

Sinking Fund : — It is a device for facilitating the re- 
payment of public debt. It is a debt repayment fund 
built out of contributions from the public revenue. A 
Government under stress of financial difficulties has a 
tendency to squander away the reserves in the fund. 
This is called the 'raiding^ of the sinking fund. 
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CHAPTER I 
Introduction 

Wc have studied in the preceding part of this 
book the principles of Economics. This was a 
theoretical study. Wc shall now enter upon a study 
of the practical problems and the realities of the econo- 
mic life of our country. The principles that wc have 
discussed above will throw much light upon these facts 
and actualities and these facts in their turn will help us 
to understand and appreciate the principles better. It 
should be borne in mind that the purpose of economic 
studies is intensely practical. The economist does not 
merely indulge in 'intellectual gymnastic' but endeavours 
to find out "instruments for the bettering of human ills." 
In this view after a theoretical discussion the study of 
the economic problems and conditions of our country 
is at once interesting and useful. 

• 

India and bar nafurai anvironmant : — As a preliminary 
to the study of the economic conditions of our country it 
is necessary to deal with its geographical features because 
the economic life of every country is shaped to a great 
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extent by the natural environment. Nature has indeed 
lavished her gifts on this country with a very liberal hand 
as we shall have occasion to observe at every stage of 
our discussions. As regards her geography the first 
thing that strikes us is that she is compact and self- 
contained, indeed, a whole world in herself. Further, 
her frontiers act as her natural barriers / her soil is 
for the most part wonderfully fertile, her natural re- 
sources arc enormous, and she has a large population. 
Yet in the midst of all these favourable conditions her 
children arc steeped in great poverty and misery. This is 
the most important paradox that confronts us at the 
threshold of our subject. 

Geographical posifion : — India occupies a central 
position in the Eastern Hemisphere, and is at the top 
of the Indian Ocean. This convenient geographical 
position furnishes her with enviable commercial facilities. 
Her trade routes run in all directions. On the west she 
can trade with Europe and the British Isles ,* on the 
south-west with Africa / on the south with Ceylon, on 
the south-east with Australia and Far East, and even 
on '^the North her merchandise overflows to the land 
territories beyond the Hindu Kush and the Himalayas 
through the mountain passes. » It is small wonder in this 
view that India at one time was a leading commercial 
country of the world. 

Size and boundaries : — In area India is about 
1,800,000 square miles. She is 2000 miles from north 



INDIAN ECONOMICS 


89 


to south, and 2,500 miles from cast to west. Her enor- 
mous size is more vividly realised when we remember 
that she is equal to the whole of Continental Europe minus 
Russia. She is twenty times the size of Great Britain, 
and forms one-sixth of the whole British Empire. 

India has remarkable natural boundaries — land boun- 
* daries and sea boundaries. On the norih there arc the 
Himalaya Mountains, and on the east the Assam and 
Burmese Mountains. The sea boundaries are the Bay 
of Bengal on the east, and the Arabian Sea on the 
west. 

India has a very long coast line of about 5000 miles. 
A striking feature of this coast line is its lack of inden- 
tations. This accounts for the deficiency of natural 
harbours in India. 

Natural divisions i — India has three well-defined 
parts : — <a> The mountain region of the north — <b> The 
great river-plain of the Indus, Ganges and Brahmaputra. 
<c> The Peninsular region.* 

Climate and Seasons: — Wide variations in climate are 
noticed in the different parts of India. In the Peninsular 
region the climate is more or less equable. In the nor- 
thern part of India extremes of cold and heat are expe- 
rienced. In this view it is impossible to make any gene- 

♦ From the point of view of elevation India has been divided 
into two main regions viz., (1) Jhc Region of plains, <2) The Region 
of tabic lands. Sec paper by B. N. Ganguli in Economic Problems 
of Modem India <Ed. R. K. Mukher|ee> London, 1939. 
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ra( statement regarding the climate of the country as a 
whole, but it may be broadly described as semi- 
tropical. 

The seasons of India can be broadly divided into two 
parts — the winter season and the hot season. The hot 
season may further be subdivided into a hot wet season 
and a hot dry S'eason. 

Rainfall in India : Monsoons : — The rainfall in 
India occurs in more or less definite periods of a year. 
The rainfall depends upon the monsoons. (The word 
monsoon is derived from the Arabic word inmtsim which 
means a ceason). The monsoons visit India in two 
distinct waves. One is known as the South-West 
Monsoon and the other is known as the North-East 
Monsoon. The period of South-West Monsoon extends 
from May to October while that of North-East Mon- 
soon extends from October to December. The advent 
of the monsoons is determined by certain physical fac- 
tors. As regards South-West Monsoon, during summer 
the air on land becomes hot and light on account of the 
heat of the sun. The cold and moisture-laden air blow- 
ing from the sea displaces the hot and light air of the 
land. A continuous sea breeze from rha South-West 
blows from May to October. This is the South-West 
or Summer Monsoon. It sweeps over India in two 
branches— the Arabian Sea branch and the Bay of Bengal 
branch. The Arabian sea branch crosses over the 
Western coast of India, travels across the Peninsula and 
the Gangetic plain giving abundant rain to both these 
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areas. The Bay of Bengal branch sweeps over Burma 
and Assam giving copious rain to these places. As it 
moves onward to the North, it is flung back by the 
mountain ranges of the Himalayas so that it turns to- 
wards the West, reunites with the Arabian sea branch, 
and then gives rain in varying amounts to the whole area 
from Bengal to the Punjab. ^ 

The North-East or Winter Monsoon owes its 
origin to the fact that during winter the air on land be- 
comes cool relatively to the air on the sea so that a 
breeze begins to blow from the land towards the sea. 
It originates in Central Asia and blows fromnhe north- 
east of India and hence it is called the North-East 
Monsoon. T his wind is generally dry but it picks up 
some moisture as it crosses the snow-capped ridge of the 
Himalayas. It blows from October to December and it 
brings rain chiefly to Madras and also to Hyderabad 
state, Berar, Central Provinces and the Punjab. 

Importance of the rainfall : — The rainfall is of su- 
preme importance in an agricultural country like India. 
The following points may be noted : — (1) The monsoons 
determine the sowing of crops. One set of crops is sown 
in |une and reaped in autumn. This covers the period of 
the South-West monsoon. These are called the kharif 
crops (rice, cotton etc.). Another set of crops is sown 
in September and reaped in January. This roughly 
covers the period of the North-East monsoon. These 
are called the rabi crops (e. g. wheat, barley, linseed etc.). 
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<2) Rainfall determines the purchasing power in the 
hands of the agriculturists and thereby exercises an all' 
pervasive influence on the national economy of the 
country as a whole. If there is good rain, there arc good 
crops and the agriculturists by selling them provide 
themselves with cash wherewith they can purchase 
various comftiodities that they require. Forming as they 
do the dominant portion of the Community this demand 
for various articles of consumption has a considerable 
stimulating effect upon the industries which cater to this 
demand. In this way the prosperity of the manufactur- 
ing industries is bound up with the fortunes of agricul- 
ture. Reactions and repercussions of agriculture extend 
to other departments of our economic life as well. The 
influence of the monsoons Is so great and widespread 
that even the budget of India has been characterised as 
a gamble in rain. 

<3) The rainfall has also affected the density of popu- 
lation in India. Regions of abundant rainfall, like Bengal, 
are very thickly populated. This point however cannot 
be pressed too far. Lower Burma with a heavy rainfall 
has a sparse population. 

The Social Structure : — Two. most important social 
institutions in India are the caste system and the Joint- 
family system. We may consider each separately. 

(1) The Caste System ; — Caste is described as the 
foundation of the Hindu social fabric. Its origins are 
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obscure. The original Sanskrit word for caste^ rama, 
means colour, and it is thought that its origin was due to 
the desire of the fairer Aryan people who came to India 
to impose social barriers between themselves and the dark- 
skinned races who originally lived here. The system is 
a characteristic product of Brahminism, and i>erhaps its 
most outstanding feature has been the donjinating influ- 
ence of the Brahmins. 

ia) Its merits — <i) Originally it was based upon 
division of labour which made for economic skill and 
efficiency, 

(ii) Efficiency was also increased because every son 
was brought up to the trade of his father. The value 
of transmitted skill need hardly be emphasised. 

<itt> There was a great social gain because under the 
caste system a person was assigned to the work for which 
he was best fitted by temperament and aptitude. In its 
origin the caste system was not of a rigid character. 
Passage from one caste to another was freely allowed. 

<iv> The caste system was the basis of a happy social 
life. The caste organisation was to the Hindu his club, 
his trade union, his benefit society and his philanthropic 
society. 

{b) Its Demetits — In course of time the caste system 
became more and more rigid and led to many social 
evils.* 

Sociological researches however indicate that the caster 
system has not been the rigid social structure that it is ofen made oul 
to be. Dr. Radha Kama! Mukherjee speaks of the plasticity of Hkidu' 
ism and caste^organisation which has enabled the primitive tribes to 
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<i) It stood in the way of adjusting function to ability 
or aptitude. The son of a Brahmin did not necessarily 
possess an aptitude for scholarship and learning nor was 
a Sudra necessarily incapable of culture and refinement. 
In this way a person's occupation or function was some- 
times absolutely inconsistent with his aptitude. 

<ii> It raised barriers which militated against , the 
growth of a sense of solidarity and unity among the 
people as a whole. 

<iii) It gave rise to inequality. Persons belonging to 
the so-called higher castes began to look down upon the 
members of the lower castes. In this view, the caste- 
system is thoroughly anti-democratic. 

<iv> It " encouraged an attitude of contempt and des- 
pise towards manual labour. Dignity of labour ceased 
to be appreciated. 

(v> It led to racial degeneration to some extent. 
Modern researches show that combination of different 
racial stocks, within limits, adds to the vigour of a race. 
Caste-system is an obstacle to such inter-mingling of 
racial strains. 

Conclusion The caste-system has had its day and 
is now in the process of dissolution. A society is some- 


gain admittance into the Hindu Society, while caste itself, internally 
speaking, has not been slow to respond to liplift and occupational 
change, (Economic Problems of Modem India P. 45>. Dr. Benoy 
Kumar Sarkar says .—''From the 'aboriginal' to the 'high caste' Hindu 
the gap, may be great but the bridges are sure, although slow, and 
quite solid/' (Sociology of Population, p. 72 ). 
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thing h'vtng, and ever-growing, so that if a rigid frame- 
work like the caste-system is imposed upon it, its deve- 
lopment and growth is greatly hampered. Moreover, it 
is important to remember that modern conditions are so 
complex and varied that a simple division of labour on 
the basis of the caste-system is completely out of 
plape in the present age. Lastly, froii| the point of 
view of unity and cohesion among the Hindus it is 
desirable, nay imperative, that the caste-system should 
go. 

il The joint-family System : — Normally a Hindu 
family is joint and undivided. It is joint not only in 
property, but also in food and worship. 

•i 

Its merits <1) It makes for peace and harmony in 
domestic life by placing the entire family under the strict 
control of the eldest male member of the family. 

<Z) It assures at least a bare minimum of necessaries 
(subsistence) to every member of the family. 

<3> Economies are effected because costs of separate 
establishments are avoided. 

Defacts ^<l> There is a disproportion between re- 
ward and effort. A member of the family who works 
hard and earns a substantial income does not enjoy the 
full benefit of this income but . has to store it along with 
others. , 

<Z> It encourages idleness*. Since everyone is assured 
a bare subsistence, the impetus to labour and exertion 
becomes somewhat less. 
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<3) It is opposed to the development of individuality* 
The rigid control which is exercised by the head of the 
family deadens initiative, and the spirit of enterprise. 

Conclusion i — Like the caste- system the ioint family 
system also is fast breaking down.* Individualistic ten- 
dencies have been let loose as a result of the importation 
of Western ideas and manners into our country and this 
has undermined the very foundations of the joint family 
system. Moreover, under modern conditions of life, it 
has to a great extent lost its justification. 

Population : — India has a very large population. 
According to the Census of 1931 India has a population 
of 352,837,778. While India is only one-half of the total 
area of U. S. A., her population is three times as large. 
The Census of 1941 for which preparations arc in 
progress is expected to show a further increase in 
population to about 400 millions. 

Density of Population : — Density of population 
is measured with reference to the number of persons in a 
country per square mile of its territory. In India as a 
whole the density is 195 persons per square mile. This 
density however varies from province to province being 
very high in Bengal, and lox^est in Baluchistap. The 

* Dr. R. K. Mukherjee points out that economic causes are 
disintegrating the joint ftoily in the cities, but it still holds it own to a 
great extent in the villages. (Economip Problems of Modem India, 
P. 59>. 
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density of population depends upon a number of fact0V8> 
These are : — 

<a> Rainfall—^ place with an adequate rainfall can 
support a largre population.* (h) Configuration of the 
Earth — A level surface being suitable for human habita- 
tion and agriculture can support a large population. 
<c> 'Nature of the /toil — Fertile soils are naturally 
favourably for the growth of population. 

Birth Rate and Death Rate : — The growth or decline 
of population depends upon the birth rate, death rate, 
immigration and emigration. The last two factors do not 
play any important part now. In India both the birth rate 
and the death rate are very high. The birth rate is about 
36 per thousand and the death rate is 26 per thousand. 
Much has been made of the high birth rate in India but 
it is important to remember that the Indian birth rate 
compares favourably with the birth rates of a number of 
countries which are politically and economically very 
advanced. Indian death rate also though very high 
is not unique, i Moreover it is important to note 


* "Density of the population varies largely according to the rain* 
fhll and it may here be pointed out that in the densest artas—those of 
Cochin, of Eastern Bengal, Nortb«west of the United Province^ and 
Bihar, the rainfall is heavier than in any other part of India except 
Assam"-'Cettsus Report <1931), p. 4. 

t Cemiil exaf j^erated notions re^ardln; the hi^h birth rttc ind 
high d^th rate of India fulVe been found to be cxiremefy faHaddiMt in 
Che light d international vital ^atistics. Dr. Benoy Kumaf ^fcar 
has done very useful work in this connexion* See his book S«s|plogy 
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that India's birth rate and death rate have been 
declininsf.* 

The Population Problem : — There has been much 
debate in our country in regard to the question whether 
India is overpopulated. While considering this problem it 
has been custonary for writers on the population question 
in India (e. g. Wattal and Ranadiye) to direct attention 
mainly to the question of food production. The gist of 
their argument is that the people of India are already on 
the verge of scarcity so that further increase in popula- 
tion is bound to lead to an insufficiency of the food 
supply. Many writers of distinction have concurred in 
this vicw.t It is however important to remember that 
it is not quite safe to draw any rigid conclusions regard- 
ing this matter. The increase of population need not 
necessarily be limited to the food production. The surplus 
population that cannot be maintained by land may be 

of Population ( 1936). See also Population Studies of Benoy Sarkar 
by Sachtodra Nath Dutt. M. A. 

* Cf. ''declining birth rate is found to be an established fact in 
Indian d€mog:raphy'' ''Decline in death-rate is very sharp in case of 
India/' (Population Studies, pp. 5 and 10). 

t Dr. Radhakamal Mukher)ee writes /-/'It is accordingly clearly 
evident that the food posiikm of India is gradually becoming worse 
both with reference to mouths to feed and and also with refwcnce to 
the nutritive quality of the cereals." (Food Planning for F6ur Hun- 
dred Millions, P. 21). Cf. also Prof. Carf«6aunder's view /—''India, 
or in any case large areas of it is overpopulated." (World Popula- 
tion. p. 275). 
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absorbed in industries, so that industrial devetopment 
may meet the difficulties of a growing population. Fur* 
thermore, it should be noticed that conditions in India 
differ vitally from those of the West so that we cannot 
argue from the latter to the former.* "Generally speak- 
ing, the maximum density of the agricultural population 
can.be far greater in India than in Europe,^ not only on 
account of the greater fertility of the land but on account 
of the diminution in the absolute necessities of life corres- 
ponding to a less rigorous climate.". In this view, the 
hard-and-fast conclusion viz., that India is overpopulated 
cannot be accepted. No doubt many of the signs of 
overpopulation are present in India, viz., poverty, high 
death rate, etc.but these are due to a great extent to social 
and occupational maladjustments.! The remedies for 
overpopulation that have been often suggested are 
also open to objection. Great insistence has been 
laid on limitation of numbers through birth-control. 


* Cf. Raja and Russell's views expcessed in the INDIAN 
JOURNAL OP MEDICAL RESEARCH, July, 1935. They refer 
to 'recent studies in U. S. A.' on the strength of which they maintain 
per capita land in India is utterly inadequate to furnish a liberal ^t. 
But "the recent studies" refer to conditions in U. S. A. and have no 
relevance to Indian conditions. 

! Census Report <193l) p. 31. 

! Cf. Dr. Sarker's ,visw8 "It should appear that the scares 
about an absolute pvcr>populatioa of India belong for the time being 
almost to the sphere ofnuch millenial world'Calamities <arising from 
the coolmg of the sun or from tba collision between planets). On 
the other hand, a relative overpopulation such as may arise from a 
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The great effect of an advance in culture through a 
rise in the standards of living on the quantity of popula- 
tion has been much ignored. 

The mineral resources of India : — Coal — Coal is the 
most important mineral of India. The importance of a 
sufficient coal^^ reserve for the industrial development of 
a country cannot be exaggerated. It has been rightly 
said that coal is the basis of industrial civilisation. Two 
thirds of all the power generated in the world come from 
coal. In recent tim^s it has been substituted to some 
extent by petroleum and electricity. Nevertheless its 
impcrtance is still very great. The development of 
world's leading industrial countries — the United Kingdom/ 
Germany, America and recently Russia proceeded hand 
in hand with the opening up of their coal reserves. As a 
producer of coal India's position is second to that of 
United Kingdom in the British Commonwealth and is 
ninth in the world. The coal deposits in India are un- 
evenly distributed. Bihar and Bengal which comprise 
mainly the )haria and Raniganj coalfields produce 
neai ly 80 p.c. of the total British Indian coal output* The 
deficiency of coal is marked in the Peninsula, especially 
in Madras. Bombay can make Up her deficiency by 
drawing hydro-electric power from the Western Ghats. 

temporary absence of balance between the present number of popula* 
tion and food supply e. g. from a disproportion caused by complica* 
tions in the societal organisation is not remarkable and indeed deser« 
vcs always careful analysis at every step," <Sociology of Population, 
P.41;. , 
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An important problem regarding coal \rbfcb has 
assumed great importance in recent times is that of con- 
servation. It has been estimated that at the end of 1932 
the total coal reserves were 60,000 million tons of which 
only 20,000 million tons were workable. Of the latter 
figure only 5,000 million tons were of^ good quality. 
The Coal Mining Committee which reported in 1937 
pointed out that it might be conceded that the reserves of 
coal of inferior quality are practically unlimited in India, 
but coal of good quality especially the variety which is 
required for the purposes of iron smelting is severely 
limited in quantity. Against this limited coal depo- 
sits India has abundant de]>osits of Iron ore. In this 
view if a strict policy of coal conservation is not follow- 
ed the industrial development of the country would be 
retarded on account of shortage of coal.* 

Iron : — India occupies ninth place in the world in 
respect of the production of iron. Iron which is the 
commonest and cheapest metal, is the basic metal 
for our machine a^e. The modern Western civili- 
sation as well as the destructive fnachlneries of 
modern armies' depend on the heavy industries which 
are based on iron production. France, U.S.A., U.S.S.R., 
United Kingdom and Sweeden are the most important 
iron producers of the world. India also has riqh iron 
ore deposits and with the develoinnenf of the Iron 

£ — ' I H . . 

* See Report of the Coal Mining Committee (1937> Chapter 


VI. 
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and Steel Industry the deposits are being exploited 
more and more. The iron deposits in India occur mainly 
in Singbhum, Keonjhar and Maurbhani states of Bihar 
and Orissa. 

Manaan*^* : — Manganese is indispensable for ^ the 
manufacture of steel. India produces 64 p. c. of m^orld's 
total output. The consumption ef manganese by the 
India iron and steel industries is steadily increasing. 
Manganese is mainly found in Central Provinces, 
Madras, Bombay and Mysore. 

Patrolaum : — In 1938 India produced only 0’50 p. c, 
of world's total petroleum output. For her requirements 
of Petroleum India has to depend greatly upon imports 
from Burma (and from other countries), which has been 
separated from India and which is an important producer 
of petroleum. In India proper petroleum is available in 
Baluchistan, and to some extent in Assam. 

Gold : — India's production of gold is only 3 p. c. of 
the world's total output. Nearly 98 p. c. of India's 
gold production comes from the Kolar gold fields in 
Mysore. 

Sail I — Most of the salt' required in the country is 
produced internally. Salt is produced mainly from the 
evaporation of sea-water on the coast of Bombay and 
Madras and from the rock-salt d>tained from die Salt 
Range and Kohat Mines in the Puniab. 
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Mica : — India is the most Important producer of Mica 
in the world. The chief mica-producing districts in 
India are Hazaribagh, Gaya, Nellore and Tonks state. 
Many other important minerals, i. lead, copper, tin etc. 
are also produced in India. 

' * Forasts of India Among the natural resources 
of India we must consider her forest-wealth. The 
utility of forests in the national economy has now come 
to be definitely recognised in India. Forests have been 
described as the hand -maiden of agriculture "They 
provide the cultivator with fodder for his livestock, and 
with fuel and timber for his domestic consumption. The 
part which forests play in the protection of soils liable 
to erosion has also an important agricultural bearing."* 
The burning of cowdung cakes is a practice which 
prevails in many parts of India. This is harmful as 
cowdung is essential for manuring purposes. In order 
to stop this practice however it is necessary to furnish 
the agriculturists with alternative fuel. The forests may 
provide the agriculturists with the necessary fuel and 
timber. 

Forests have great industrial importance as well. 
They furnish important raw materials for industries 
such as tanning materials, essential oils, turpentine etc. 
Industries connected with the forests give employment 
to large numbers of men. Forests also eyercite a moderat- 
ing influence upon climate. Last but not least forests 


* Agricultural Commission Report <abridged> P. 25. 




104 


INDIAN ECONOMICS 


have a culniral value since they have a great appeal to the 
aesthetic taste of man. In view of all these considerations 
the conservation of forests has assumed great importance 
in recent times. It has been realised that forests must 
be saved from wanton destruction by man. Sinoe 1864 
a Forest Department under an Inspector -General has 
been in charge of forest administration. For purposes 
of control and administration forests are classified into 
(a) Reserved, ( b> Protected and (c> Unclassed forests. 

The Agricultural Commission made some important 
recomnicndations regarding forests : — (1> Forests should 
be reclassified as follows (a> areas which are suitable 
for the growth of timber and fuel / (b> areas which are 
desirable on physical and climatic grounds / <c ) areas 
which are suitable for development as fodder reserves 
or grazing grounds / <d) areas which may be devoted 
to ordinary cultivation. The Commission also recom- 
mended management of forests by the people and for the 
people of the villages. 



CHAPTER n 

The Agricultural Wealth of India 

The chief crops : (A) Food crops : (i) Rice : — 

« India is an important rice producing country in the 
world, being second only to China. The total yields of 
India and Burma together approximate to that of China. 
About 30 p. c. of the agricultural area in India is de* 
voted to the production of rice. Before her separation 
from Burma India was one of the largest exporters of 
rice in the world. India proper is now a large importing 
country. Burma accounts for the bulk of her imports. 
The important rice-producing provinces are the following : 
Bengal, Bihar, Orissa and Madras. Rice is also grown in 
U. P., Central Provinces and Bombay. "It may be 
pointed out that rice is not a commercial crop in India, 
nearly 60 p. c. of the crop being retained by the growers 
themselves for consumption and of the remaining 40 p. c. 
only a portion finds its way to the wholesale markets/'* 
We may also note in this connection that in Bengal the 
price-problem relating to rice and paddy has come into 
great prominence recently. The prices of rice and paddy 
have fallen very low in comparison with other agri- 
cultural commodities and a Paddy and Rice Enquiry 
Committee was appointed recently 'to. investigate the 
pipblem of improving the price of paddy and rice/' 
The Committee which reported in 1939 found that the 
fall in price was due mainly to (1> decline in the 
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export of rice from Bengal, and <2> existence of huge 
exportable surplus in Burma which is largely imported 
into our province. The Committee made three 
important recommendations i — <1) attempts should be 
made to increase export / (2> remission of the export 
duty on rice if budgetary conditions are favourable / 
(3) a duty on imports from Burma in excess of a pr^- 
cribed quota. 

Cil) Wheat: — One-tenth of the world's supply of 
wheat is produced in India. It covers about 10 p. c. 
of the total cultivated area. Wheat is produced mainly 
in the Punjab, U. P., Central India States, Bombay, 
Bihar and Orissa. The first two are the most important 
wheat producing provinces in India. India exported 460 
thousand tons of wheat in 1937-38, and Z79 thousand 
tons of wheat in 1938-39. In the latter part of the last 
year Indian wheat was excluded from the world market 
as a bumper crop from America and Canada flooded the 
world market. Not only exports stopped but India 
began to import wheat from October 1938. An im- 
port duty on wheat was imposed in December 1 938. 

(ill) BarUy - — It is produced mainly in the United 
Provinces, Bihar and Orissa. The area devoted to the 
crop in 1937-38 was 6'Z million acres. 

(hr) Pulses » — They are produced chiefly in the 
United Provinces, Punjab, Bombay, Central Provinces 
and Bengal. 
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Cv) Su9«rcam : — Physical conditions in India ate 
admirably suited for the production of sugarcane. Sugar- 
cane is the raw material for the production of sugar, and 
gur. Even now major part of the sugarcane produced 
in the country is devoted to the production of gur.X The 
quantity of gvr produced in India is now nearly 
4 times as big as the quantity of refihed sugar. The 
sugar industry has however been rapidly developing 
under protection and is consuming increasing quantities 
of sugarcane. Sugar industry is mainly localised in 
U. P. and Bihar at present — indeed there has been over- 
development of the industry in these two provinces. 
"South India, including Mysore, lies entirely withjn the 
tropics, and is from the point of view of climate much 
more favourably situated for the growth of sugarcane 
than other parts of India."* Bengal also has considerable 
advantages in respect of the production of sugarcane and 
the prospects for the growth of the industry in this pro- 
vince also are very favourable. 

(B) Nen-feod crops i (a) Fibros — Cotton and )uta - 
(i) Cotton ; — India is one of the most important cotton 
producing countries in the world being second only to 

\ Regarding U. P. '"it is pointed out that although the province 
had 7 3 sugar factories, they took up only 17i of the cane crop vhile 
6' 8% was used for making khandsari sugar, about 8% for seed and 
chewingr and the balance of about 68% was converted into Our," 
^--The Indian Sugar Industry (1939 Annual) by M, P, Gandhi, 

^ LokanatlianMndustriaf Organisation in india, P. 7Z. 
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America. Cotton is grown practically all over India. 
As regards short staple cotton India produces not merely 
enough for her own requirements but is the chief ex- 
porting country in the world. But as Indian mills in 
recent years have been increasing the production of finer 
types of piece-goods which were formerly imported, 
the imports of foreign cotton of long staple variety have 
been rising. Total receipts of foreign cotton into British 
India amounted to 753,000 bales during 1937-38. It 
may also be noted in this connection that Indian mills are 
increasing their consumption of raw cotton. In 1926 
the number of bales of cotton consumed — 400 lbs each — 
was 1,983,000. In 1937-38, it was 2,866,577. 

<ii> Jut* : — India has a monopoly of the production 
of lute. It is grown mainly in Bengal and to some extent 
also in Bihar and Orissa. Cultivation of Jute is restrict- 
ed to less than 1 0 p. c. of the total net cropped area in 
our province, but its importance lies in the fact that it is a 
money crop. It is called a money crop or cnsh crop 
because it is not consumed directly by agriculturists as 
a large part of rice is done, but is sold for money. This 
is the small quantity of cash in the hands of the agricul- 
turists wherewith they can meet their monetary obliga- 
tions, and wherewith they can buy non -agricultural 
commodities and services. As in the case of rice, so in 
the case of Jute the price-problem has assumed gr^t 
importance recently in Bengal. A Jute Enquiry Com- 
mittee w^s recently appointed to consider the following 
matters : — Regulation of production of Jute / the mar- 
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ketin^ of Jute / the imfurdvcment of the price of lute 
fixation of the price of fmc. The Committee pointed 
out : ^The fundament problem of Jute Is the proMem 
of Jute-prices, with special emphasis on the price of rav 
Jute/'* The Committee recommended compulsory rceo* 
lation of, cultivation in accordance with the demand for 
thf fibre. A bill was passed by the Bengal Legislature in 
* 1940 to give cflFect to this recommendation. The bill 
however did not come into effect in 1940 but will be put 
into force in 1941. In the current Jute season the pro- 
blem of over-production of fute has assumed a serious 
character. 

(b> Oilseeds India is an important producer of 
oilseeds, which comprise linseed, groundnut, castor seed, 
etc. Linseed is of jjreat importance. It is meant for 
export either in the form of seed or oil. It is grown 
principally in U. P./ Bihar and Orissa, and the Central 
Provinces. Groundnut is grown extensively all over 
the country. It is popular on account of its nourishing 
dietary value. It is also exported on a large scale and 
is one of India's valued cash crops. 

(c) Tobacco : — Tobacco is an important crop of the 
country. India produces about 33 p. c. of the total out- 
put of tobacco in the world. Only about Z p, c. of the 
quantity produced is exported. 


* Report, P. 11, 
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(d) Tea : — The larfifer part of India's production of tea 
is exported. In 1938-39 total export of tea by sea 
amounted to 350 million lbs. The largest amount of tea 
is produced In Assam. North Bengal is also an impor- 
tant centre of the production of tea. It is also grown in 
varying quantities in South India and other important 
provinces of the country. The tea Industry of the 
country is mainly under European control The export 
of tea is now subject to the control "of an International 
Committee. 

<•> CoffM--lt is grown chiefly in Mysore, Madras, 
Coorg, Cochin, and T ravancore. 



CHAPTER III 


Agriculture and its Problems 

Impertancs of Aerlciilluro In NatlonsI Economy i — 

Agriculture is the main industry of the country. The 
importance of agriculture in the national economy has 
increased rather than diminished in course of time. In 
1891 the percentage of population supported by land 
was 6l while in 1931 it was 73. Since such a large 
percentage of the population depends upon agriculture, 
the economic prosperity of the country as a w'hole is 
closely bound up with the ups and downs of Agriculture. 
The purchasing power in the hands of the agriculturists 
determines the size of the demand for the products of 
the manufacturing industries. The per capita income 
of the Indian agriculturists is extremely low, so that 
unless the purchasing power of more then 7 0% of India's 
population is increased there cannot be a large internal 
market for industrial goods. Industrial development 
of the country is thus dependent to a great extent upon 
prosperous agriculture. It is however to be noted that 
our dependence on agriculture has proceeded too far 
so that a much larger number of people are employed 
in it than can be reasonaUy maintained by it. The 
poverty of our country is not a little due to this factor. 
In this view, it is essential to relieve the pr^ure on land 
in order to restore a balance and equilibrium in the eco- 
nomic organisation of the country. 
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Backwardnets of Indian Agrkiilhiro : — Agricuf^ 
ture in India is carried on in an inefficient and even 
primitive manner. For this reason the yield of crop per 
acre of land is very low in India in comparison with the 
yield in other countries-* The most vital problem of 
Indian agriculture is an increase in efficiency of produc- 
tion, and a better distribution of agricultural produces. 
Increased production would require three things — a pro- 
cess of crop planning, improvement in yield per acre, 
improvement in the quality of the produce. Crop plan- 
ning would require the regulation of cultivation of a crop 
according to demand. World surpluses of such commo- 
dities as wheat, sugar and cotton have now rendered if 
necessary for us to turn our attention to alternative crops. 
Planning would also require a greater use of rotations, 
and a higher degree of diversification of cropping. Again, 
it is to be noted that in India there is scope for increasing 
the area under certain crops e. g., linseed and cigarette 
tobacco. As regards quantity and quality of produce, 
an improvement can be effected by a more efficient and 
scientific utilisation of the different factors of production. 
We may proceed to consider in detail the problems re- 
lating to each one of the factors. 

India's tIcc and wheat yields have been compared with those 
of other countries. 

Crop yields per acre in quintals. 

India China Jupan U.S.A« 

Wheat 8-1 97 lJ*5 9*9 

Rice 16*5 25*6 307 16-8 

(Vide, Dr. R. K. Mukherjee's book Food Planning for Four Hun. 
dred Millions, P, 70) 
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Land I (a) Siza ol heldingt — The size of the average 
holding of land in India is too small. This is due to the 
processes of subdivision and Fragmentation that have been 
going on in this country for generations.* Subdivision and 
fragmentation are to be attributed to the Hindu and Maho- 
medan lavs of inheritance. The distribution of land in 
smdll plots is no doubt intended, to some Extent, to faci- 
litate the practices of fallowing and rotation. But the 
fractionalisation of holdings has been carried so far 
that it has become a great hindrance to proper cultivation 
of land. The following points may be noted in this 
connection I — (1) The fields near the village homesteads 
are overworked, while the more distant and smaller fields 
are neglected. (2) Scattered ownership of small fields 
stands in the way of permanent land improvements, e. g. 
construction of wells, maintenance of banks, drains etc. 
(3> There is waste of considerable labour and time in 
carrying manure, implements and water to tiny plots / 
<4) There is waste of land in providing ridges ,• (5> "Toy 
holdings restrain the farmer not only from adopting more 
improved methods of cultivation but also even from 
intensive farming." 

The remedy for fractionalisation is to be sought in 
legislation 1. e. in the modification of the laws of inheri- 
tance- Another remedy which has been tried with 
success in the Punjab is that of consolidation of holdings 
under the auspices "of co-operative societies. "In that 
SuMivisioii means that in the same area the land is parcelled 
out in small tiny plots. Fragmentation means that the land owned 
by a person is scattered in small plots in different parts of the village. 
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province a hundred co-operative land consolidation 
societies are at work and with the assistance of a full- 
time Government staff are regularly consolidating about 
60,000 acres annually." 

<b> Watering Another important problem in con- 
nexion with the factor land is that of a sufficient supply of 
water. The rainfall in India is uncertain in character. It is 
moreover ill distributed in the country. As a safeguard 
against the vagaries of the monsoons, it becomes necessary 
to furnish irrigational facilities to the agriculturists. 
Irrigation is also a great necessity in parts of the country 
where the rainfall is usually very small in amount. The 
important types of irrigation works are <a> wells, <b> tanks 
<c> canals. The problems of irrigation have been dis- 
cussed in detail in a subsequent chapter. 

<c) Soil Managemont : — This relates to the provision 
of better seeds and of manures. Continuous culti- 
vation of land in India extending over centuries has 
naturally exhausted to a great extent the fertility of 
the soil. To restore as well as to improve fertility 
intensive manuring of land is a vital necessity. Both 
organic manures e. g. green manures, composts, and 
mineral manures e. g. Ammonium Saits or Nitrates 
should be applied to land. 

Labour : — Efficiency of production in agriculture 
depends largely upon labour i. e. upon the agriculturist 
himself. For increased production in agriculture it is 
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necessary to improve the efFiciency of the cultivator. 
A most important obstacle to the increase in the effici’ 
ency of the cultivator is his illiteracy. His illiteracy is 
responsible for his conservatism and his superstitions. 
It has been rightly said : "Of all the factors making for 
prosperous agriculture by far the most important is the 
outlook of the peasant himself.''* To bgoaden the out- 
look of the cultivator it is necessary to educate him. 
Illiteracy now ranges from 70 to 90 p. c. of the popula- 
tion in the different provinces of India. The education 
that would be imparted to the agriculturist should be 
adapted to the special conditions of the villages. "India 
also requires a new system of education in the villages 
which will fit the people for rural services and ways of 
living and assist towards modernisation of the villages." 
<Dr. R. K. Mukheriee). 

Another problem that is closely linked up with the 
efficiency of the agriculturist is that of human nutrition, t 
The question of malnutrition of the agiiculturists and 
indeed of the Indian population as a whole is of great 
importance at the present time. The nutrition problem 
is one of improving the diet of the people- It has 
been said : "the least satisfactory of all the Indian diets 
is that consisting of rice, dal, vegetables and condi- 

* Agricultural Conunissioa Report, P- S9, 

» 

t 'ill India the study of malnuitrition has not even begun, 
although the most considerable section of the population maybe 
regarded as living on a subnutritional level, which gravely affects 
their powers of resistance and efficiency. <Food Planning, P 1 54i. 
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ments/'* This is the diet of the people of Bengal/ 
Orissa and Madras. Such diet is associated with a very 
low level of physical efficiency. t This diet has been con- 
trasted with the rich and nutritive diet of the Puniab and 
North-west Frontier Province consisting as it does 
of wheat/ milk, vegetables and fruits. It should be noted 
in this connection that so far as the diet of the agricul- 
turists is concerned it is not merejy a matter of quality 
but of quantity as well. The number of cultivators who 
do not get even two full meals a day is pretty large in 
this country. 

While on the subject of agricultural labour, we may 
refer to an important labour problem that has cropped 
up in the village economy. This relates to the growing 
class of landless agricultural labours in India. "'The 
landless class newly risen to importance in India floats 
about in the countryside,lowers agricultural efficiency and 
prevents the introduction of machinery in agriculture/' 

Capital : — The capital with which the agriculturist 
carries on his work is very small indeed. It consists of 

Ibid, P. 164. 

t The question of ricc-standard vs. bccf-standard has been 
examined by a japanese writer who maintatns that it is wrong 
to suppose that the rice is lower, than beef in respect of nutritive 
value. A representative of the International Labour Office made 
the following remark regarding the Japanese diet in which rice occupies 
an important place / "V/estem people do not know how the Japanese 
workers' live. It seems to me the cost of living is cheaper here but I 
do not see any low standard of living."! Sociology of Popul t on P.47>. 
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his few simple implements and his under-nourished live- 
stock. Agriculture in India must be mechanised i.e 
modern machineries and instruments should be used as 
far as possible to increase productive efficiency. Much 
can be expected in this respect if the process of electri- 
fication of the rural areas which is already advanced in 
some provinces is carried still further. * 

On account of the lack of use of mechanical appli- 
ances in our country on any large scale, agricultural 
industry in India has to depend greatly upon the 
cattle population, 'it is the bullock that draws the 
plough, pulls the cart and threshes the corn." Besides 
being the mother of the irreplaceable bullock/ the cow is 
the producer of milk which is one of the best foods for 
children and vegetarians. The main problem relating to 
cattle is to increase the efficiency and productivity of each 
individual animal by measures of disease control, adop- 
tion of methods of scientific breeding, and provision of 
better fodder for animals. The fodder problem has be- 
come particularly serious. Dr. Radhakamal Mukheijee 
speaks of the triangular conflict of man, land and cattle. 
There has been a considerable growth in animal popula- 
tion and at the same time there has been a large increase 
in human population, so that there is an increasing 
pressure on land for the supply of foods for both "The 
gradual expansion of the cultivated area and the almost 
complete conversion of pastures into tilled lands in the 
congested areas of India have resulted in the impove- 
rishment of cattle."* 


* Food Planning, P. 129. 
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Organisaflon i (a> infarnal : — Org^anisation of 
agriculture can be considered from two standpoints, 
internal and external. Internally, we find that under 
the impact of western civilisation there has been 
a disorganisation of the old village community. But 
the village organisation can be reconstructed by 
making propei' use of the institution of village pan- 
chayet. There is a great need fOr the revival of the 
autonomous village organisation- "As regards the local 
organisation it is clear that it must be such that it will be 
in a position to carry out an all -sided campaign against 
existing conditions so that there may be an improvement 
in every sphere. The three institutions which are already 
in existence in several parts of the country viz., (1> the 
village co-operative society, or village bank / (2> the 
village school, and <3) the village panchayet or village 
council, are best suited for this purpose."* In particular, 
the village panchayet should be re-organised and put 
upon a sound footing so that it may attend to those 
needs of the village which require common action. 
Common action is conspicuous by its absence in the 
villages. The habit of working together has generally 
disappeared in the villages. Village factions and dis- 
putes tend further to disunite people and make cons- 
tructive work difficult. People do not come forward 
to shoulder responsibility. Everybody's work has be- 
come nobody's work. 


* Co-operative Village Banks (BulletlB No. 2 issued by the 
Reserve Bank of India), P. 1 3. 
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(b) External — The Marketing Problem : — In its 

external aspect the problem is the proper organisation 
of villagers as against capitalists, or middlemen who 
try to exploit them. The most vital question in 
this connexion is that of the regulation of agricultural 
marketing. The rural marketing problem has come into 
'gr^at prominence recently. That the agriculturist in our 
country does not get a square deal to a great extent 
because of the marketing difficulties is a matter of com- 
mon observation. The problem of regulating the mar- 
keting of two important commodities, namely, jute and 
paddy was recently considered at length by two com- 
mittees the lute Enquiry Committee and thg Paddy and 
Rice Enquiry Committee respectively.* The marketing 
problem has in consequence come into great prominence. 
The main difficulties of the agriculturist so far as the mar- 
keting of produce is concerned were pointed out by the 
above Committee to be two-fold. In the first place, 
there is a category of defects arising out of the cultiva- 
tors' imperfect knowledge of market conditions, irregular 
allowances and deductions, absence of standardization 
of weights and measures, and of the quality of the pro- 
duce, difficulties of transport and so on. Secondly, there 
are certain factors, viz. lack of organisation and inade- 
quate economic resources which are responsible for the 
meagre holding power of the agriculturists. The regu- 
lated market was recommended in the hope that it would 
be able to remove the above difficulties of the cultivator. 

* The two Committees were appointed by the Government of 
Bengal, and they dealt with the problems relating to this province. 
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A Markets Bill (The Agricultural Produce Markets 
Bill) is on the legislative anvil in our province just now- 
The vital importance of regulated marketing from the stand 
point of the agriculturist is indeed admitted on all hands.It 
has been found that there is often a wide margin of differ- 
ence between the price that the agriculturist gets and 
the price that the ultimate consumer pays for agricultuial 
produce. This difference cannot be explained by ma- 
king allowances for transportation costs and other inci- 
dental charges. The fact is that the agriculturist is sub- 
jected to the exactions of a very large number of middle- 
men. In this view the elimination of the inflated profits 
of middlemen is an imperativs necessity. 

The object of the aforesaid Bill has been stated to 
be : "to ensure that the cultivator-producer receives a 
fair deal, a fair price, and the whole of the market price 
minus reasonable market charges." To this end a mar- 
ket committee would be set up in a defined market area. 
T he Committee in any notified market area within its 
jurisdiction shall establish and maintain a market for 
agricultural produce. Strict regulation of sale and pur- 
chase in the market would be the object of the Committee 
While there cannot be any objection to the principle of 
the bill, it nevertheless suffers from certain glaring defects. 

Th« rol* of Governmont in agriculluro : — In view 
of the fact that agriculture is the most important 
industry of the country on which the prosperity of India's 
millions depends, the Government have undoubtedly 
a great responsibility in regard to it. It was however 
belatedly that the Government awoke to the sense 
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of rheir responsibility in this matter so that their 
achievements in this respect are but a fraction of what 
might and should have been accomplished. It was in 
1884 that Agricultural Departments were brought into 
existence in the different provinces. In 1903 the Agri- 
cultural Research Institute was established at Pusa. In 
•19t)8 the Agricultural College at Poona came into 
existence, and later similar colleges were started at 
various other centres. In 1921 agriculture became a 
transferred subject so that the major burden of respon- 
sibility in regard to agriculture devolved upon the Pro- 
vincial Governments. In 1925 a Royal Commission 
on Agriculture was appointed to examine and to 
report on the conditions of agriculture and rural eco- 
nomy in India.* Following the recommendation of the 
Commission the Imperial Council of Agricultural Re- 
search was established in 19294 The primary function 
of the Council is to promote, guide and co-ordinate 
research work in relation to agriculture throughout India. 
It is a body to which the departments of agriculture look 

* This was the first Commission appointed to deaf comprehen* 
sivciy with Indian Agriculture in all its aspects and bearings. The 
Famine Commissions of 1880, 1898 and 1901, ihc Irrigation Com- 
mission of 1903 and the Committee on Co-operation of 1915 dealt 
with only specific aspects of the problem of agriculture. 

I The Agricultural Commission laid the greatest emphasis upon 
the organisation of agricultural research. '^The baAs of all agricul- 
tural progress is experiment. However efficient the organisation 
which is built up for demonstration and propaganda, unless that orga- 
nisation is based on the solid foundations provided by repcarch, it is 
merely a house built on sand." (Abridged Reports P> 4). 
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for guidance. The Council has a Governing Body 
which meets once a year and an Advisory Board which 
meets twice. T he work of the Council is carried on by 
various Committees which are engaged in specific bran- 
ches of agricultural research. There artf such Com- 
mittees as follows : — Rice Committee, Wheat Committee 
Sugar Committee, the Social Science Committee, the 
Dry Farming Co-ordination Committee, Central Fodder 
and Grazing Committee and so on. 

The brunt of the work of rendering assistance to 
agriculture has now to be borne by ^the Agricultural 
Departments in the various provinces. The work of the 
Departments relates to research and experiment, and 
also to demonstration and propaganda. In order that 
agricultural research may be useful to the cultivator 
its results must be presented to him in such a man- 
ner that the agriculturist may be induced to adopt 
the improvements. For this purpose both propaganda 
work and demonstration are extremely necessary. An 
improvement in crop or method of cultivation should be 
demonstrated to the cultivators. To this end it is not mo- 
del experimental farms but ordinary lands that should be 
used. Regarding the demonstration work in Bengal it 
has been pointed out : — "It has also been a mistaken 
policy in the past to choose particularly good lands for 
demonstration purposes, and to confine demonstration 
farms mainly to headquarters. No cultivator will be 
impressed if good crops are grown on the best land f they 
want to see paying crops grown on inferior lands."* 
Report of the Land Revenue CommissioD, Bengal, P. 102. 
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The Agricultural Departments also undertake to distri- 
bute improved seeds among cultivators. Further, they 
are in charge of agricultural education which is imparted 
in agricultural schools and colleges. It is however 
almost a universal complaint that Agricultural Depart- 
ments have been considerably hampered in their work 
liecause of lack of adequate funds. In Bengal the de- 
partmental budget has been in the region of 9 lakhs 
(1939-40). This is too small even in comparison with 
the standards of expenditure in other provinces. The 
sum should be raised at least to Rs. 27 lakhs.* 

The Government have also tried to help agriculture 
in other ways — through the provision of irrigational faci- 
lities, financial help in the form of takkavi loans, improve- 
ment of communications, village sanitation, rural indus- 
tries and labour etc. The Co-oprerative Movement in 
India also owes much to Government assistance. 

Agricultural Planning!: i — The supreme need of the 
hour in India to-day is a planned programme of econo- 
mic reconstruction. The National Planning Committee 
which was formed when the Congress was in office in 
the provinces has been doing useful work in this connex- 
ion- It is important to realise that the agricultural in- 
dustry must be given a prominent place in any scheme 

* The Land Revenue Commission Report, P.* 102. In Madras 
the budget provision in the same year vas Rs. ZZ lakhs, in Punjab 
it amounted to 38^ lakhs. 

|The bare outline of the plan on agriculture worked out by the 
Natiofial Planning Committee is presented here. 
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of planned economy. It should not be forgotten that all 
progress in India must be measured in terms of the raising 
of the standards of India's millions. Regarding the obfect 
of agricultural planning, the Committee have pointed out 
that 'the country should be self-sufficient as regards 
foodstuffs/ and as regards the quantity of raw materials 
this should be increased according to a definite pro- 
gramme. 

The following aspects of agricultural economy must 
be covered by the planned programme : {1} Crop plan- 
niyuj nml agricultural production* This would include 
the following items : (a) development of scientific agri- 
culture with proper attempt to bring ► about- a suitable 
balance between food crops (wheat, rice, millets, pulses 
etc.), and commercial crops (cotton, jute, tobacco, tea, 
coffee, oilseeds etc.). <b> Fodder crops, <c> Encourage- 
ment and development of subsidiary industries depen- 
dent on agriculture. (d> Dissemination of information 
regarding agriculture, and practical demonstiation of 
improved agricultural methods. {2) Animal Husbandry 
and Dairying (a) Cattle breeding necessary for farm 
labour, transport and food supply, (b) fodder for 
live stock and animat nutrition. (c> Treatment of animal 
diseases and elimination of superfluous and uneconomic 
livestock, (d) Production of dairy products like milk, 
butter, ghee, cheese etc. to be encouraged, <e> Poultry 
farming, <f> Bee-keeping. (3) Soil conservation and 
afforestation* (a) Soil must be protected against erosion, 
floods and other detrimental factors affecting the soil. 
<b> Treatment of the soil with manures and fertilisers. 
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<c) Providing drainage and other facilities needed to guard 
against water logging, (d) Planting of new forests in areas 
denuded of forests. <e> care of existing forests. (f> E)e- 
velopment of forest produce. (g> Establishing or develop- 
ing industries founded upon forest produce. (h> Provision 
of transport facilities needed to develop forests. <i> re- 
^ clamation of land. {f> River training a^id Irrigation — 
<a> Proper care should be taken of river sanitation and 
water supply for human consumption. <b> Rivers should 
be trained for the development of power. <c) Measures 
should be adopted for protection against floods. 
<d) Adequate water should be provided for agriculture 
by canal and well and tank irrigation. <.>> Rural Mar- 
hating and finmiee—iz) Organisation of markets in rural 
areas at convenient centres. <b> Facilities for storing and 
grading of commodities. <c) Financing of such com- 
modities while being marketed and devising appropriate 
institutions and instruments to develop rural credit. 
<d) Place and burden of middlemen in marketing. <e> The 
necessary transport facilities. Land policy, agricuh 
tnral labour and insurance — <a) Measures should be 
adopted for Agrarian reform with a view to bring about 
an equitable distribution of land resources and their 
effective utilisation for the* maximum benefit of the 
country. <b) A definite land policy should be adopted 
and necessary legislation passed to deal with the problems 
of the size of economic holdings with due* regard to the 
number to be supported as well as to the full utilisation 
of the equipment available. <c) Land revenue systems 
should be revised if and when necessary. <d> Supply 
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of cheap power for agriculturai purposes. <e) Ways 
and means of bringing under cultivation culturable waste. 
<f> Exploration of the possibilities of co-operation for 
production and consumption from the standpoint of agri 
culturists. (g) The land policy should be brought into 
relation with problem of rural indebtedness. <h) Pro- 
blems of agricultural labour including wages, hours of 
work, condition of employment, efficiency of labour 
should be tackled / problems of landless labourers should 
also be attended to. 


CHAPTER IV 

The Problem of rural indebtedness 

Introduction A most important problem relating to 
Indian agriculture is that of the heavy burden of debt 
which the Indian agriculturists carry on their shoulders. 
The habit of incurring debts is by no means uncommon 
among other agricultural communities of the world. 
"The large farmers of America and Australia sometimes 
get heavily indebted, but it is mostly due to sudden fall 
in the price-level or to the vagaries of the season."*' In 
India however the peasants are chronically in debt/ and. 

Packer by P. |. Thomas iit Economic Problems of modem 
India^ P. 168. 
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indeed, their debts have been steadily increasing from 
generation to generation. Another important distin* 
guishing feature of the debt of the Indian agriculturists 
is that it is incurred for the most part for unproductive 
purposes. "'The American farmer raises large loans 
but those are mostly for productive purposes." 

• • 

The extent ol indebtednesi : — ^There have been various 

computations of the amount of rural indebtedness in India. 
The Central Banking Enquiry Committee estimated it 
at 900 crorcs of rupees in 1929. Since then there has 
been a great fall in prices. There has been in conse- 
quence '"an increase of agricultural indebtedness the real 
burden of which is now estimated at the colossal figure 
of Rs. 2,200 crores.'"* 

The Causes ef indebtedness ; — <J> Overcrowding in 

Agriculture — ^Thc excessive pressure on land which is a 
characteristic feature of our national economy has led 
to the evils of fragmentation and subdivision. The latter 
in turn, have to a great extent made agriculture non- 
lucrative. The agriculturist lives somehow from hand 
to mouth so that whenever a bad season comes or an 
occasion for a special expenditure arises he has no re- 
serve to fall back upon, bur has to resort to borrowing. 

C?) Vagaries of the viomoom — The •vagaries of the 
monsoons are responsible for the uncertainty of the agri- 


EcoDomic Problems of Modern Indian Introduction. 
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culturfst's income. ‘Rain fails or there is too much rain 
and flood / or rain comes at the wrong time/ This leads 
to crop failures. The ryot is then compelled to borrow 
for what has been called 'family necessity/ that is, 
for his maintenance. 

(5) Love of litigation, as also the improvifUnre and 
extravaganre of the agriculturist — Although the Indian 
agrtculrurist has a precarious income, he is nevertheless 
a spendthrift in many respects. He spends a lot of 
money on litigation, and on social ceremonies like mar- 
riage, the sradh etc. This money is secured by borrowing. 

{4) The evil of cheap eredit — The easy availability of 
credit has also proved to be a great menace to the Indian 
agriculturist. Whenever the agriculturist is in a tight 
cornet/ the village money-lender is there to accommodate 
him. The latter, however, charges very high rates of 
interest which greatly add to the burden of debt. 

(’)) Ancestral debt — A large part of the debt of the 
agriculturists has been handed down to them by their- 
ancestors. The volume of this inherited debt has in 
increased greatly owing to the accumulations of interest. 

<tf> Land Bevenne Policy — The heavy burden of land 
rents has also been an important cause of agricultural 
indebtedness. The land revenue system should be made 
more flexible so that quick relief can be given to the 
peasants in case of agricultural distress. 
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of Rural indobfodnoss : — Rural indebtedness 
leads to serious economic, social and moral coftse^ 
guences. As regards the economic effects it is to be 
noted in the first place that it leads to agricultural in- 
efficiency. '"A person overburdened with debt can have 
little incentive for making the best use of his lands, nor 
he be interested in introducing better crops and 
methods/" Secondly^ a person in debt has often to dis- 
pose of his land to meet interest-charges or to repay the 
principal of the debt. In consequence, the land frequently 
passes to non-agriculturists who do not take a proper 
interest in the cultivation of the land. Socially, an im- 
portant consequence is that it is giving rise to^a growing 
class of landless agriculturists who are reduced to the 
status of serfs. The disastrous moral result of indebted- 
ness is that the agriculturist becomes pessimistic and des- 
pondent and loses the courage to face the future boldly, 

Govarnment mMSuras for tha raliaf of agricultural 
dabtors • — (I) Co-oparativa Cradii — Among the many 
measures adopted by the Government for the relief of 
debtors, their systematic policy of encouraging the co- 
operative credit movement occupies a foremost place. 
But although the co-operative credit movement has great 
possibilities, it has not been attended with much success 
in India for a variety of reasons which we shall have the 
occasion to discuss in detail in a later chapter. 

(2) Pravanfion of land alianaiion : — Land Aliena- 
tion Acis have been passed in several provinces to check 
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the transfer of land. For instance the Punjab Land 
Alienation Act passed in 1901 prohibited the purchase 
of land by non-agricultural persons from agriculturists. 
The importance of such legislation can be easily appre- 
ciated in view of the fact that the transferance of land 
from the agriculturists to the non-agriculturists which 
is due to the indebtedness of the cultivators leads to the 
neglect or the improper use of land. . 

C3) Government Loans i — Linder the Land Improve- 
ment Loans Act of 1883 and the Agricuiturists' L.oans 
Act of 1884 the Government advances Takavi Loans 
to agriculturists This system, however, has not been 
much of a success. 

(4) Control of moneylenders: — There is a large body of 
professional moneylenders in the villages who are too 
ready to help the agriculturists whenever they are in 
distress. They give small loans on a mere verbal promise 
without any entry in a document or even a witness. There 
are also non-professional moneylenders who arc even 
more greedy and exacting than their professional brethren. 
The moneylenders arc found to charge very high rates 
of interest and they are guilty of various objectionable 
practices. In view of these facts it has become an 
urgent necessity to control moneylenders. Legislation 
in this respect has been attempted on the following lines, 
namely, (a) Usurious Loans Act, 1918. It empowered 
the Courts of Law to re-open and examine all loan tran- 
sactions whenever they had any reason to suspect that the 
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stipulated rate of Interest was too high or that tht tran* 
sactlons were substantially unfair to the borrowers. The 
Act has not been very successful but there is a general 
agreement that if it is utilised more fully and fredy it 
may considerably mitigate the evils of usury in India* 
<b) The Punjab Regulation of Accounts Act which was 
^passed in 1930 compelled all those w|)o gave loans at 
interest to maintain a sef^rate account for each debtor 
in the prescribed way. The Act is intended to check 
fraudulent practices on the part of moneylenders. 
(c> Bengal Moneylenders' Act passed in 1933 which has 
been amended in 1940 (cf. the U. P. Agriculturists' 
Relief Act 1934 and the Madras Debtors' Protection 
Act 1934>. 

<5> Land Mortgage Banks: — The problem of rural 
indebtedness has two separate aspects. In the first place 
there is a need to devise measures for arresting the future 
growth of unproductive debt. The measures that we 
have discussed so far relate more or less to these aspects 
of the problem. The other important aspect of the 
problem is as to how the standing indebtedness^ a 
large part of which has been inherited, can be liquidated. 
For these purposes two courses may be adopted, namely 
the establishment of Land Mortgage Banks which would 
advance money for the repayment of past debt and 
the redemption of mortgaged land and secondly, the adop* 
tion of a policy of debt conciliation which»we shall discuss 
below. In our province five land mortgage banks 
have been started under Government auspices but they 
are still in the experimental stage. 
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<0> D#bf coticiliaHon : — Land Mortirage Banks can be 
used for debt redemption only for those who have suffi- 
cient landed security to offer* A substantial number of 
agriculturisrs cannot fulfil this condition. Hence it is 
necessary for provincial Governments to initiate and de> 
velop a vigorous policy of debt conciliation between 
debtors and creditors. 1 o this end an important piece 
of legislation was passed in Bengal in 1933 which is 
known as the Agricultural Debtors' Act. This Act em- 
powers the Provincial Government to set up a debt 
conciliation and settlement board in each district or a 
local area for relieving agriculturists from indebtedness 
by amicable settlements between them and creditors. 
An amendment of this Act has been proposed and it is 
now under the consideration of the legislature. 



CHAPTER V 

Land Revenue System of» India 

Introduction : — In Indta^ as in most other countries, 
there are three parties interested in the land — the 
cultivators, the landlord and the state. From time 
immemoiial the ruling power in India has regarded 
itself as entitled to a certain share of the pro- 
ducc of every acre of land, but has refrained from 
claiming absolute proprietorship of the soil. Tradi- 
tionally, the proprietorship of land does not belong 
to any one of the three parties mentioned above 
but all of them have varying rights in relation to 
land. A predominantly agricultural country as India is, 
the state has always depended for the major part of its 
income on land. Manu had laid down that the king was 
entitled to one<sixth share of the produce. After the 
Moghul conquest of India there was little interference 
with the existing land system of the country. During 
the reign of Akbar a detailed system of assessment was 
introduced by the Revenue Minister, Raja Todar Mai. 
On the basis of this assessment the state's share was fixed 
at one third of the average gross produce. This was 
increased generally to a half during AurangzeVs reign 
but otherwise there was little change in the land system. 
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and the position of the cultivators during the Moghul 
period was substantially the same as in the Hindu period. 
The old residential cultivators who were called the 
khudkasht ryots had the right to remain in undisturbed 
possession of their holdings subject to the payment of 
their dues. With the advent of the East India Com- 
pany's rule in India there followed an initial period of 
confusion and chaos in the land revenue system of the 
country. After experimenting with short-term land 
settlements, it was at last decided to adopt a permanent 
settlement in Bengal. Lord Cornwallis was chiefly res- 
ponsible for its introduction in 1793. An attempt was 
made to extend it to other parts of India. For instance, 
it was also introduced in Benares and Northern Madras. 
Subsequently, however the permanent settlement lost 
favour and temporary settlements were made in the other 
provinces of India. 

Meaning of a land seHlemenI : — Land settlement 
involves three things : — (1) determination of the share 
of the produce to which the state is entitled, <2> the 
persons who should pay this share, (3) determination of 
the various rights and interests in the land. Land settle- 
ment is a complicated and long-drawn-out affair. Records 
and village maps have to be prepared for this purpose. 

Kinds of seHlements : — Settlements have been 
classified into temporary and permanent, aocording to the 
period' of time involved. A temporary settlement fixes 
the land revenue for a definite period of time on the 
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expiry of which a fresh setticmcni tahes place vcA vhe 
revenue is fixed anew. In the case of permanent settle- 
ment, however, the revenue is permanently fixed so that 
there is no need for fresh settlement at definite intervals 
of time. The Permanent Settlement obtains in Bengal, 
North Madras and Benares. The Temporary Settlement 
obtains in Bombay, Madras, United Provinces, Central 
Provinces, and the Punjab. The period of settlement is 
thirty years in the case of the first three provinces, 
twenty years in the Central Provinces, and forty years 
in the Punjab. 

Land Tenures : — Land tenure refers Jo the way 
in which land is held. In the case of a xamindari 
tenure a large estate is held by one person or a few joint 
owners who pay the land revenue. The ryot or the 
cultivator has no direct relations with the Government, 
This system prevails in Bengal. Mahalwari tenure — 
The village estates are held by co-sharing bodies 
whose members are jointly and severally respon- 
sible for the payment of the land revenue. This 
system prevails in Agra and partly in the Punjab. 
Ryotwari tenure — The ryot or the cultivator is 
himself personally responsible for the payment of revenue 
The land is held in distinct individual and independent 
holdings. The ryots have direct relations with the 
Government. 

Land settlements have been classified according 
to the above different systems of land tenure. Settle- 
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ment with the zamindars has been called zamindan 
settlement. This may be either on a permanent basis as in 
Bengal or on a temporary basis as in Oudh and with a few 
zamindars in Bengal. In practice the zamindart settle- 
ment has come to be identified with the permanent settle- 
ment, because of the large coincidence of the two as in 
Bengal. On the other hand, there is ryotwari settlemen; 
corresponding to the ryotwari tenure. Settlements of 
this variety are on a temporary basis so that ryotwari 
settlements are commonly identified with the temporary 
settlements. The less important settlements are the 
mahalwari settlements and malguzati settlements with 
village communities in the Puniab and Central Provinces 
respectively, 

Th« Permanent Settlement under fire : — The Per- 
manent Settlement has of late been subjected to a great 
deal of hostile criticism. A Land Revenue Commission 
was recently appointed by the Government of Bengal 
under the Chairmanship of Sir Francis Floud. The 
terms of reference directed the Commission <a> to 
examine the existing land revenue system of Bengal in 
its various aspects with special reference to the Per- 
manent Settlement, <b> to estimate the effect of the 
system on the economic and social structure of Bengal, 
and its influence on the revenues and administrative 
machinery of the Provincial Government, <c> to appraise 
the advantages and disadvantages of the existing system, 
(d) whether it is practicable and advisable for Govern- 
ment to ac<ruire all the superior interests in agriaulturai 
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land so as to bring the actual cultivators into direct fcta- 
tion with the Government.* 

Report of the Land Ravanua Committion : — The 

report of the Floud Commission has been published 
recently. The survey of the history and effects of per- 
nianent settlement made by the Commission as well as 
their recommendations are briefly presented here. 

<a> Ganasis of tha Parmanant Sattlament : — The 

origin of the Permanent Settlement may be tiaced 
to the following causes : (a> The entire absence of maps 
and reliable records of areas and rent of indiO'idual hold- 
ings stood in the way of the adoption of a ryotwari 
settlement, (b) the company had no trained staff capable 
of direct collection from the cultivators. The only 
course open lo the company was to collect revenue 
through the zamindars, <c> the one great need of the 
company under the circumstances was the punctual 
receipt of its revenue. For this purpose expansion of 
cultivation was necessary. This could be ensured by 
giving to the people interested in land down to the culti- 
vators a sense of security that they and not their superiors 
would reap the benefit of their industry. It was realised 
that the fixing of revenue for ever would lead to loss of 
revenue to the state but it was thought* that it would be 
possible to make this up by indirect taxation. <d) Lord 
Cornwallis hoped that the permanent settlement will 


♦ Report, pp. 3 and 4. 
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result in the creation of a class of landlords who would 
supply capital for the improvement of land and the 
extension of cultivation. 

(b) Ifs immediate effects i — As regards the 
effects of the Permanent Settlement we have to 
distinguish its immediate effects from its ultimate 
effects. As regards the immediate effects the follow- 
ing points are to be noted : ' <a) Cultivation ex- 

tended and revenue came in with unfailing regularity, 
(b) Zamindars suffered somewhat at the beginning. "The 
period immediately after the Permanent Settlement and 
indeed for three or four decades was one during which 
the zamindars were struggling for their existence against 
the sale law." But as a feeling of security developed 
and large areas of jungle and waste land were brought 
under cultivation the zamindars' margin of profit greatly 
increased. <c) A disastrous consequence of the Perma- 
nent Settlement was that it led practically to the oblitera- 
tion of the rights of the ryots. They were left to the 
tender mercies of the zamindars. "They were described 
by the Government of India as having been rack-rented, 
impoverished and oppressed."*^ The tenants were left 
unprotected from 1793 to 1859. By the Rent Act of 
the latter year as also by the Tenancy Acts of 1885, 
1928 and 1938 attempts were made to restore and 
protect the rights of the peasants. 

(c) Ifs ulfimafe effects : — ^Land revenue which is the 
most ' important source of revenue of the Government 
eport, P. 24. 
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in an agricultural country has remained almost inelastic 
for 150 years. The benefit of more valuable crops and 
higher prices was reaped partly by the landlords when 
they were in a position to enhance rents, and by 
the tenants when this could not be done. Furthermore, 
"the unearned increment due to the growth of towns 
"an^ the development of trade and indcistries has also 
been appropriated by the few." 

(d) Subinfeudation — It encouraged an excessive amount 
of subinfeudation. This was due to the wide margin 
between the fixed land revenue and the economic rent 
of the land. In consequence the connection between the 
zamindars and ryots has been severed and the intention 
of Lord Cornwallis to establish a landlord and tenant 
system in Bengal on the English model has been defeated 
and the responsibility for the best use of land cannot be 
fixed at any particular link in the long chain between the 
zamindar and the cultivator. The zamindars have failed 
to fulfil their function as they have felt no incentive to 
effect agricultural improvement. There has been little or 
no inducement on the part of the Government cither to 
spend public money on agricultural development when 
the benefit of the improvements goes into private hands. 
It is to be noted in this connection that the army of rent 
receivers is increasing in number each yejir. 

<#) Aclministrafiva defects — ^The complexities of Bengal 
land system have greatly increased litigation. There is 
muc uncertainty in regard to the respective rights and 
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obtigarions of the different parties interested in land. This 
leaves a large loophole for fraud and dishonesty- . 

<f> AboliHon of Pormanont SoHlemenf — Themaiority of 
the members of the Land Revenue Commission arrived at 
the conclusion that "whatever may have been the justifi- 
cation for the permanent settlement in 1793, it is no l6nger 
suited to the conditions of the present time/'They held that 
"'the zamindari system has developed so many defects that 
it has ceased to serve any national interest/' The Com- 
mission therefore recommended that "in order to improve 
the economic condition of the cultivator the permanent 
settlemenc and the zamindari system should be replaced 
by a ryotwari system under which the Government will 
be brought into diicct relation with the actual cultivators 
by the acquisition of all the superior interests in agricul- 
tural land." Regarding the advantages of state acqui- 
sition the Commission pointed out that the state as the 
sole landlord would be in a much stronger position than 
any private landlords to initiate schemes for the conso- 
lidation of holdings, the restoration of economic holdings, 
the provision of grazing land and the prevention of trans 
ference of land to non-agriculturists. The state acqui- 
sition should be effected, in the view of the Commission, 
by compensation to be paid at a flat rate for all interests- 
The Commission could not however agree on the rate of 
compensation that would be equitable. Calculation of 
costs of compensation were however made by the Corn- 
Commission on the basis of 1 0, 1 Z or 1 5 times the net 
profit. The amount of expenditure that would be in- 
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volved according to these calculations would varK 
roughly from about 100 crores of rupees to about 140 
Cl ores. The Commission further pointed out that after 
completion of the scheme of state acquisition, it would 
be necessary to prevent further processes of sub-inefuda- 
tion and transfer to non-agriculturists by placing restric- 
tions, upon transfer and subletting of land. . 


CHAPTER VI 

The Co-operative Movement in India 

Meaning and Principles of Co-eperatlon : — Co- 
operation means association. Those who are individually 
weak and helpless can greatly increase their strength by 
coming together In a co-operative society. It has been 
rightly said, "The theory of co-operation is very briefly 
that an isolated and powerless tndividual can, by asso- 
ciation with others and by moral development and mutual 
support, obtain, in his own degree, the material advan- 
tages available to wealthy or powerful persons, and there- 
by develop himself to the fullest extent of his natural 
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abilities/' The aims of co-operation may briefly be 
stated to be better business, better farming and better 
living. As regards the principles of co-operation, they 
are few in number and are quite simple. These principles 
are as follows : — (1> Free association — The essential 
feature of co-operation is that if is a voluntary associa- 
tion. Compulsion cannot achieve the ends of spontaneous^ 
and willing co-operation. <2> Pros^iniity — The members 
of a co-operative society should belong to a common 
limited locality, cither a village or a town.Thc importance 
of this principle lies in the fact that they are mutually 
responsible for one another, so that there canner be close 
co-operatipn among them unless they live together in the 
same area. (3) Equality — There can be true co-operation 
only among equals. <4> Solidarity — Co-operators must 
solidly stand together. <5) Economy — Thrift and eco- 
nomy should be the guiding principles of the members 
of the co-operative society. <6) /’cacr—Pcace and har- 
mony is of the essence of co-operation. 

Forms of co-operafion * — There can be different 
forms of co-operation in the different economic fields, 
There can be co-operation in procuction as well as in 
consumption, in sale as well as in purchase, in agriculture 
as well as in industries. An important type of co- 
operation is the co-operative credit society whose object 
is to provide cheap and yet controlled credit. 

Thf imporfance of co*oporailon in India : — There 

can be little question that the co-opetative movement 
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has great possibilities in India# We have already obser- 
ved that one of the most bafflinf economic problems of 
our country is that of agricultural indebtedness. This 
evil is so great and there are so many difficnities in 
tackling it that it is necessary to launch simultaneous 
attacks against it from several directions. Various mea- 
sures need to be adopted to relieve the colq^sal burden of 
the debts. But the present situation demands that not 
merely the burden of existing debts should be mitigated 
but also that the ryots should be prevented from getting 
into debts again. The co-operative credit movement 
seeks to attain this end by regulating the ryots' borrowing 
so as to confine it, as far as practicable, to ijroductive 
and profitable uses. Frederick Nicholson pointed out 
many years ago that the end of the co-operative village 
banks should be to supply credit which is 'controlled, 
heedful and productive/ "* On account of the special 
urgency and importance of the problem of rural credit 
in India, it is the rural credit society that is the predomi- 
nating type of co-operation in India. Co-operation how- 
ever is being increasingly tried with success in other 
spheres. 

History of tk# Co-oporafivo Govornmonf : — Histori- 
cally the origin of the co-operative movement may be 
traced back to the recommendations of Indian Famine 
Commission of 1901. Before that date however an 

» Co«operatiofi and Agricultural Indebtedness in Bengal by 
by Dr. J. P. Neogi. (Current Thought, )uly*SepteTnber '39.) 
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exhaustive study of the Co-operative system in Europe 
had been made by Sir Frederick Nicholson on behalf of 
the Madras Government and his reports were published in 
1895-97. In his reports he put forward a powerful plea 
for the introduction of co-operative credit societies on 
the lines of the Raiffeisen model. Sir Frederick pointed 
out that the credit which the agriculturist gets '“must in- 
deed be cheap, and facile in that it shall be ever at hand, 
but it must be credit which shall only be so obtainable 
that the act and effort of obtaining it shall educate dts- 
cipline and guide the borrower.'' He went on to say 
that the banks which "fulfil at once requirements of 
thrift and credit, while promoting in a high degree those 
qualities which are essential to high national character 
are the co-operative village banks. They are not formed 
by capitalists seeking investments for their funds with 
the hope of earning dividends thereon, and therefore 
widening business regardless of results to the borrowers, 
but are small groups of men, all of the same neighbour- 
hood, who unite their savings, attract capital by their 
thrift and prudence and lend the proceeds to themselves 
on equitable terms for productive use." Co-operation 
was officially introduced in India with the passing of the 
Co-operative Credit Societies Act of 1904. With the 
passing of the Act of 1912 which remedied some of the 
defects of the earlier Act, the co-operative movement 
entered upon the second stage of its development. The 
movement entered on its third stage of developments 
after the publication of the classic report of the Mactagan 
Committee in 191 5* 
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Til* co*ep»rativ« orffanitafloii in Iniiia : — ^The co* 
operative organisation of India is a complex and diver- 
sified structure consisting as it does of various kinds of 
societies. 

A. Co-op*ratlv« credit : — <1> The co-operative rural 
credit organisation : <D the Primary Societies, (U) the 
Central Banks, (iii) the Provincial Banks. <2) Land 
Mortgage Banks. <3> Urban Co-operative Banks. 

A. Non-cradit ce-oparation : — (1) Consolidation of 
holdings, <2> Co-operative marketing, <3) Housing 
Societies, <4> Co-operative Stores, (5) tindustrial 
Societies, (6) Co-operative Insurance, <7> Co-opera- 
tive Educational Institutes. 

A- (1) Tk* co-oparativ* rural cradit organisation i — 

The co-operative rural credit organisation has a federal 
structure. At the base of the structure sre have the 
primary societies which have a limited area of operation 
comprising a village. The primary societies in a district 
are federated into a Central Bank. The central banks 
in their turn are federated into their apex organisation, 
the provincial co-operative bank. We shall consider 
each separately. 

(1> Primary Soclotlos i — Size — Its membership should 
not exceed one hundred. Area of operation — It is res- 
tricted usually to one village. Unlimited liability — 
Members are liable to the full extent of their properties 
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for the debts of the society. Management — it is demo- 
cratic and honorary. Working capital — it is derived 
internally from entrance fees paid by members, deposits 
by members, share capital if any, and reserve fund. Ex- 
ternally, it is derived from loans and deposits from other 
societies, from the Government and other central 
financing agencies. Loan Policy — The primary sooie-. 
ties should pursue a sound loan policy. "'Without 
a sound policy to regulate co-operative «loans with 
due regard to the legitimate credit needs of the 
borrower, the economic effect of the loan on his 
productive activities, his capacity to repay, the 
sources ot repayment and other economic factors, there 
can be no orderly and beneficial development of co- 
operative credit."'* 

(ii) Canfral Banks! > — The central banks finance 
the primary credit societies, balance the excess and defi- 
ciency in their resources. A central bank is a federation 
of primary societies, and has also individuals as mem- 
bers. ‘ 


•Mr. V. Rarnadas Pantulu's Paper in Economic Problems, p. 195. 

I In some provinces there are unions which serve as connecting 
links between primary societies and central banks. These arc i— 
<a) guaranteeing unions in Burma, <b> supervising unions in Madras 
and Bombay, (c> banking unions in Bombay. 

t 'The Central Banking Enquiry Committee said, do not 
recommend the exclusion of individual members from central co* 
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<lll> provincial Bank : — Central co-operative banks are 
federated into an apex bank called a provincial co-opera- 
tive bank. Its share capita! is furnished partially by the 
affiliated central banks and partially by individuals. The 
provincial bank links up the co-operative organisation 
with the money market and the commercial banks, it acts 
^s she financial agency of the central bank^ and balances 
the excess and deficiency in the resources of the central 
banks. 

(2) Land morfgago banks : — The co-operative societies 
cannot supply long-term credit. The agriculturists re- 
quire long-term credit for various purposes— for the 
purchase of land or costly agricultural appliances, the 
improvement of holdings, the repayment of past debt, 
and the redemption of mortgaged land. Credit needs of 
this type can be supplied by Land Mortgage Banks alone. 
Except in the provinces of Madras, Bombay and the 
Punjab, experiments in land mortgage banks have not 
been tried on any appreciable scale. In Bengal five land 
mortgage banks have been started which are still in the 
experimental stage. 

(3) Urbgn Co-operaflv» Banks t — Co-operative credit 
societies in urban areas supply the needs of small traders, 
artisans^ shop-keepers, salaried classes, petty contractors. 


operative banks but we agree wiih the Maclagan Committee on co« 
operation that societies' representatives should have a preponderating 
voice in their management." <P. I21>. 
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wage earners and so on. They are based on the model 
of Schulze Delitsch Banks in Germany. 

B. Non'cradH — <l)Co-operative consolidation societies 
— In the Punjab a large number of such societies is working. 
Their efforts to consolidate holdings have been attended 
with great success. T his method has great possibiliiies 
and should be tried in other parts of India. 

<2) Co-oparafiva markating : — We have already had 
occasion to deal with the marketing problem of the Indian 
agriculturists. The co-operative method can be employ- 
ed to solve the marketing problem. Co-operative mar- 
keting may assume various forms ; <a> The most ele- 
mentary and simple institution is the co-operative com- 
mission shop. This does not engage in co-operative 
matketing. It acts as the commission agent for the sale 
in the market of each member's produce separately. It 
takes the place of the commission agent and its only 
advantage to the agriculturists is that it protects him from 
illegal deductions. <b> There is a second method of co- 
operative marketing. Here the produce is sold not in the 
regular markets but in the village itself or a nearby centre 
to agents of firms and merchants who go there to make 
purchases. The society does not take any risk since no 
money is advanced by it to the members who give deli- 
very of their produces to the merchants individually. 
<c) The third method is that which is followed by the 
cotton^ sale societies of Bombay, in this case the pro- 
duce of all the members is pooled together In the yard 
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of a ginfling factory where it is ginned and prened and 
then sold by the..society in pucca bales. Such mariteting 
societies generally make advances to the members up to 
a certain percentage of the value of the goods handed 
over by them to enable them to carry on till the goods 
are finally sold. 

. • • 

<3> Housing Sociotios : — In Bombay and Madras co- 
operative housing societies have been fairly success- 
ful. "The co-operative house-building in India is essen- 
tially a middle-class enterprise and not a solution for 
the problem of housing the poor and working class." 
<Pantulu> • 

<4> Ce-eporattvo steros i — Consumer's co-operation 
of which England is the original home has not made 
much headway in our country. 

(5) Industrial Sociatlas : — ^This type of society also 
has not flourished much in our country. It however has 
great possibilities especially in regard to cottage indus- 
tries. 

(6) Ce-oparativa insurance : — Co-operative insu- 
rance developed in our country to some extent in 
the form of cattle insurance societies, but it has languish- 
ed in recent years. ^ 

The progress and present position of the meve- 
mant:— The growth of the co-operadve movement 
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from 1906-07 to 1936-37 is statistically shown below* 


Average for 

Number of 

Number of 

Working 

4 years from 

societies 

members of 

capital 



primary societies 

1906.07 to 




1909-10 

1,926 

1,61,910 

68,12 

1915-16 to 

« 


• 

1919-20 

28,477 

li;28,96l 

15,18,47 

1925-26 to 




1929-30 

93,936 

36,88,841 

74,89,13 

1935-36 

1,07,957 

45,10,744 

100,10,09 


The Statutory Report of the Reserve Bank of India 
has rightly^ pointed out that with regard to the co-opera- 
tive movement in India it is possible to quote an im- 
posing array of figures about the number of societies, 
their membership, working capital, loans, etc. These 
figures however do not tell the whole story and a closer 
scrutiny reveals some very disquieting features. The 
report goes on to show that in 1934-35 out of 78,253 
societies in British India about one-third were classified 
as D or E which means that they were not working pro- 
perly or were on the verge of liquidation. The report 
further refers to the huge proportion of outstanding loans. 
The loans outstanding against members amounted to 
about twenty-four and a half-crores of which ten and 
three quarters were found to be over-due. 

That the co-operative movement is in a bad way in 
India is indicated by all available facts and evidence. 

* Statistical Statements relating to the Co-operative Movement 
in India, pp. 3-5 (the figures are for All-India), 
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A recent bulletin of the Reserve Bank deals at length 
■with the debacle of the co-operative movement in Burma. 
The nibvement there is being reconstructed laboriously 
by the Registrar with the assistance of the Government. 
A scheme announced in the Bengal Legislative Assembly 
on 15th March, 1939, by the Hon'ble Mr. M.B. Mullick, 
. Minister for co-operation, dealt with measures for re- 
moving the deadlock in the co-operative credit institu- 
tions of this province. Of course , the movement has 
been more successful in provinces like Bombay, Madras 
and the Punjab but if wc consider the movement in 
India as a whole we have hardly any justification for 
optimism regarding the future of co-opergtion unless 
energetic steps are taken to revitalise the movement and 
lead it along sound and healthy lines. 

Th« future of the co-operative movement In Indie — 
the problem of reconstruction : — By Section 54 of the 
Reserve Bank Act, the Reserve Bank has a special 
department for dealing with agricultutal credit and co- 
operation- 

The Agricultural credit Department of the Bank is 
available for consultation by the Government, central or 
provincial, as also by the Provincial co-operative banks 
and other banking organisations. It is also required to 
co-ordinate the operations of the Bank with the co- 
operative banks and other organisations engaged in the 
business of agricultural credit. 

Section 55<1> of the Act also laid upon the Bank 
an obligation to submit to the Governor General in 
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Cound\ a report dealing with proposals for the improve- 
ment of the macinery for agricultural finance and for 
effecting a closer connection between agriculture enter- 
prise and the operations of the Reserve Bank. The re- 
port was brought out in 1937 and we have already had 
occasion to refer to it. While it is recognised that all is 
not well with the co-operative movement in India it is 
insisted that ^Turther effort should be made to render it 
capable of discharging in the best manner the function 

of supplying credit to the small agriculturists that 

the co-operative movement must be reconstructed and 
revitalised so as to serve not only as an effective credit 
agency but as a motive power for the improvement of 
agriculture from every point of view." The report pro- 
poses that co-operative banks should be run on strictly 
banking lines. (a> Overdues should be separated. Fur- 
ther they should be brought down to a reasonable level 
at which there is prospect for repayment. In the case 
of reconstruction in Burma scaling down and spreading 
out of overdues were attempted on a comprehensive scale. 
In some cases losses have to be squarely faced and 
the question is one of distributing the burden of loss 
among those who are best able to bear it. <2) In the 
second place emphasis is laid upon the building up of 
reserve funds. <3> Loans should be restricted to such 
sums only as could be reasonably expected to be repaid 
out of the harvest. 

It is also emphasised in the report that the co-opera- 
tive organisation should bring within its scd^ every 
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aspect ot tVie tavmet's Ute. "'His (cultivator's/ position 
can only be improved if the full force of the co-operative 
movement is brought to bear on him at every point in 
the sphere of education, of better living, of better farm- 
ing and of marketing/' This idea is further developed 
in the Bulletins No, 1 and 2 of the Reserve Bank. The 
/irst Bulletin makes the recommendation for multi-purpose 
societies and remarks as follows — "The single-purpose 
society has been tried over 25 years but generally speak- 
ing it has not succeeded in improving materially the 
economic position of the agriculturist." 

Bulletin No. 2 lays down a many sided programme under 
which the co-operative village banks:should be directed 
towards <a> better farming, <b) arrangement for subsidiary 
^occupations, <c> co-operative marketing, and <d> better 
living. The basic principles on which it should operate 
are — <a) the bank must take up the whole of the village 
life within its ambit / (2) it should aim at including 
everyone in the village / ( 3) there must be greater ad- 
herence to essential co-operative principles / <4> there 
must be continuous dealings and constant touch with the 
members / <5> concentration on a few selected areas 
rather than wide multiplicity and diffusion. 
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Irrigation in India 

Introduction: — The rainfall throughout India is un- 
equally distributed. It is moreover liable to failure 
or serious deficiency Irrigation alone can give assured 
supplies of water where rainfall is inadequate^ and when 
the rains fail. In this view, the importance of irrigation 
in the rural economy of India can be easily appreciated. 
This importance however varies from province to pro- 
vince. Irrigation is of chief importance in Sind, the 
Punjab, the North-west Frontier Province, Madras, the 
United Provinces and Bihar and Orissa. 

Types of irrigafion work in India : — There are main- 
ly three kinds of irrigation works in India, viz <i> wells, 
(ii) tanks, and (iii) canals. (i> Wells cover about 25 p.c. 
of the irrigated area in India. The number of wells in 
India as a whole is about 2i millions. The wells are 
mostly owned by private individuals. There is an enor- 
mous scope for the development of well -irrigation in 
India, (ii) Tanks — Tanks also are an important source 
of the supply of water to the agriculturists. They play 
a great role in the agricultural economy of Madras, but 
are Scarcely to be found in the Punjab and the Sind- 
(iii> Of the three forms of irrigation, canals are at present 
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the most important. The Government has encoutageA. 
and undertaken this type of irrigation. Canals arc of 
three types — <a) inundatimi canals. Their supply of 
water is of a seasonal character. The canal is drawn 
from a river, but no barrage is built to store the water. 
When the river is flooded It overflows with water. But 
• af other times its supply of water is Iktie or negligible 
<b> Perennials canals — These arc also drawn from 
rivers. Their supply of water is permanent as a barrage 
is put accross the river, and the water is thereby stored. 
Such canals are to be found in U. P., the Punjab and 
Madras. The Sukkur barrage is a canal of this type. 
<c> Storage works canals — Storage canals arc built by 
putting a dam accross a valley where rain-water accu- 
mulates during the monsoons. 

Govarnment classification : — The Government 
classifies irrigation works in a different way — (i> Pro- 
ductive works, <ii) Protective works, and (iii> Minor 
works. (i> The productive works are expected 
to yield sufficient revenue in course of ten years 
to meet all the costs that they involved initially. 
Such irrigation works were financed by the Government 
by the issue of -loans. <ii> Protective works are built 
with the object of affording protection to the people 
against the possibilities of famine. <iii> Minor works — 
these are old tanks reconstructed by the Government. 
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Famines in India 

Introduction : — Famines claimed a heavy toll of 
human life in India in the latter part of the nineteenth 
century. Recurrence of famines at frequent intervals 
had become a source of much anxiety and alarm. It 
was said *in India famine has, perhaps, played a more 
momentous — rather a more tragic part in the history of 
the Empire than either a great iwar, a great revolution, 
or a great pestilence.''* The severity and frequency of 
famines have diminished. The general poverty of the 
people of the land however remains as serious a problem 
as ever. "Famines which swept off about 26’5 million 
persons between 1800 and 1900 have now lost their 
rigours, but considerable masses of the population now 
live on a sub-nutritional level." <Dr. R. K. Mukerji). 

Causes of Famines : — (a> Physical — This mainly 
relates to the uncertain and capricious character of the 
rainfall in India. Sometimes there is a failure of rains 
leading to drought. A scarcity of food ensues, and 
famine rages fiercely in the affected area. Inadequacy 
of transport facilities and the ravages of animals are the 
other contributory physical causes of famines in India. 


♦ Economic causes of Famines in India S. C. Roy. (I909) P. 1. 
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<b> Eeonomie — ^The most vital economic cause of famine 
has been pointed out to be the want of resourcefulness or 
resisting capacity on the part of the ryots The people 
live permanently on a bare subsistence level. They have 
hardly any savings wherewith they can keep body and 
soul together during a period of stress. The popular 
theory that there is no food available in (he country to 
feed a starving population during famine has been found 
to be incorrect. The Famine Commissioners of 1 898 
pointed out that "the surplus produce of India, taken as 
a whole, still furnished ample means of meeting the de- 
mands of any part of the country likely to suffer from 
famine at one time." It thus becomes evident that the 
most important economic cause of famines has been the 
chronic and widespread poverty of the Indian people. 
The causes of this poverty are many and various, and 
we have already dealt with them in previous chapters. 
The excessive dependence on land, the burden of accu- 
mulated debts, the improvident habits of the ryots, the 
inelastic system of land revenue are the most important 
of these causes. 

RaoMdias of frho physical cautos i— -<a) Extension of 
irrigation facilities as a safeguard against deficiency or 
failure of rains, <b> the prevention of floods by re- 
servoirs'* (c> improvement of transport facilities, com- 
munications, <d) extermination of the, animals that 
destroy crops. 

The preventioti of flocxis by reservoirs recenify featured in the dis- 
cussiofis of the Research Cofnmtttee of the Central Board of Irrifa^ 
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Remedies ol the economic ceutes : — The remedies for 
the economic causes mentioned above have been discussed 
in earlier chapters in other connexions.lt should be observ- 
ed that for the prevention of famines efforts should be con- 
centrated upon raisins the standard of living of the people 
of the country by the progressive industrialisation of the 
country. In this connection special attention should be 
given to the possibilities of reviving the cottage indus- 
tries. We may briefly discuss in this connection two 
special remedies that » have been suggested — emigration 
and inierproviricial migration. The scope for the for- 
mer is not very great, but encouragement of inter-pro- 
vincial migration may lead to a more balanced distribu- 
tion of population in different parts of the country. 

Famine Relief : — (1) Weather forecasts are carefully 
studied with a view to ascertain in advance the possibility 
of deficiency or failure of rains. A famine policy is 
announced upon the advent of scarcity. There is suspen- 
sion or remission of land revenue. Lists of persons 
requiring relief are prepared, and test works are opened 
to asceitain the severity of famines (2) Test works are 
converted into relief works. Those who are fit and able- 
bodied are employed in relief works like construction of 
roads, railways,etc. <3)The children, old men and women 
are given gratuitous relief.(4> As normal conditions return, 
people are transferred from Tclief works to villages. 

tion, and data from various parts of India were studied with a view to 
determining the size of reservoirs that would be necessary to control 
the goods in Indian rivers such as the Ganges and the Sone— 
Commerce,' 1 4th September, 1940, P 270. 
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Transport and Communications 

< a 

Introducfion The vital importance of transport 
from the economic standpoint can hardly be over-esti- 
mated. Trade and commerce cannot flourish unless 
suitable means of transport for the movement of goods 
as well as of men are available. T ransport facilities are 
of special importance in a large country lil^e India for 
the full utilisation of its enormous natural resources. 
The three important means of transport available in India 
are (a) the railways, (b> the motor transport, <c) the 
waterways. We may also refer to the air transport 
which however is yet in the stage of infancy in our 
country. Among the other means of communication 
mention should be made of the Posts and T elegraphs, 
the Telephone and the Radio. These have brought the 
different parts of the country closer together and have 
facilitated at once the political administration and com- 
merce and trade in the country. 

The Railways : — The development of railways in India 
passed through many stages of experiments^the retpon- 
sibiliiy for the construction of railways being alterna- 
tively assumed by the state and private companies en- 
ioying a guarantee of interest from the state. In conse- 
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quence there is considerable diversity In respect of the 
ownership and manasiement of railways in India, (1) State 
owner Rhip and State management : The following im- 
poitant lines arc owned and worked by the state : the 
North-western Railway, Eastern Bengal Railway, East 
Indian Railway and the Great Indian Peninsula Railway. 
<2) State Ownership and Company Management^ 
Bombay Baroda and Central India, Madras and Southern 
Mahratta, Assam Bengal, Bengal Nagpur and South 
Indian Railways. <3> Private Ownership and Private 
or State Management : T wo highly important lines, vix., 
the Bengal and North-western, and Rohilkund and 
Kumaon, and many other less important lines, some 
being worked by the owning companies and some by 
the state. 

The influence ef reilway development on the econo* 
mic life of the country i— The political, social and cul- 
tural advantages of the railways are pretty obvious, and 
need hardly be discussed in detail. But the manifold 
advantages of the railways from the economic standpoint 
deserve special consideration. The development of the 
railways has had far-reaching effects upon various de- 
partments of our economic life. <a) Effect upo7i the 
rural ecoftomy of the country : It has widened the market 
for agricultural commodities. It has greatly facilitated 
the work of famine relief. But one bad effect in this 
respect has been that the railways have contributed to the 
ruralisation of the country by the encouragement of the 
export of foodstuffs and of raw materials, and of the 
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import of manufactured articles. <2> Effect upon the 
hidustHefi : the railway has promoted the industrial de- 
velopment of the country by bringfing within the easy 
reach of the industries their important raw materials, and 
also by expanding the markets for industrial goods. 
(3> Effect upon Internal and External trade : The trade 
and commerce within the country have increased greatly 
as a result of the Railway development. The foreign 
trade also has been promoted considerably. 

Land Transports — Ro^d motor vehicles also are an im- 
portant means of transport in India. Extensive road deve- 
lopment in India is an urgent necessity. The lacli of roads 
is felt particularly in rural areas. A disturbing feature 
regarding road transport in India is the deterioration of 
roads in recent years. The failure to follow any defi- 
nite road programme also accounts for the unsatisfactory 
state of roads in India. It is only recently that the road 
problem has been engaging the serious attention of the 
Government. The Indian Road Development Committee 
was appointed in 1927 under the chairmanship of 
Mr. Jayakar. This Committee insisted upon systematic 
and scientific development of roads. 

Classifkafion of Roads : — Indian roads may be classi- 
fied into metalled roads and unmetalled or Icachha roads* 
The total mileage of metalled roads was 82,284, and that 
of unmetalled roads 224,433 in 1935-36. Roads may 
also be classified as arterial or trunk roads, and feeder 
roads which feed the railways and connect the more 
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important places in the district. Lastly, there are village 
roads which occupy an important place in rural economy. 

Roads vs. Railways : — An important question that 
has come into great prominence recently is that of motor 
transport vs. railways. There is a great deal of wasteful 
competition between the two as there is an unnecessary 
duplication of transport services. A special grievance 
of the railways against motor transport has been that 
the latter enjoys an unfair advantage in that the cost 
of maintaining roads is mostly borne by the general 
taxpayers. In 1932 a Technical Committee (Kirkness 
Mitchell Committee) was appointed which went into the 
question of rail-road competition. The Committee point- 
ed out that nearly 48 p. c. of the railways have metall- 
ed roads running parallel to them within a distance of 
ten miles. Any scheme of road improvement should 
provide for the improvement of feeder services than for 
the further construction of trunk roads. The Committee 
further pointed out that the railways have suffered from 
the competition of motor transport in respect of the 
passenger traffic. The carriage of goods by road motor 
services has not developed to an alarming extent. It is 
important to realise that there is no necessary antago- 
nism between railways and motor transport. Motor 
transport has a distinct advantage in respect of lighter 
traffic and short-distance journeys. On the other hand, 
the strong point of the railways is in respect of heavy 
traffic and long journeys. They can supplement each other 
and there is ample room for co-operation" between them. 
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There should be co-ordinated development of the two 
with due regard to this aspect of the matter. 

Waferways : — Water transport can be considered 
under two distinct heads : (a) inland water transport, 
<b> marine transport, (a) The great river systems of 
«Nt>rthern India — the Indus, the Ganges, the Brahmaputra 
were in the past the most important highways of commerce. 
Even now they are of vital importance providing as they 
do 26,000 miles of navigable waterways. The improve- 
ment of the waterways in India is necessary and was 
recommended by the Industrial Commission. <b) So far 
as the marine transport of India is concerned i% is almost 
entirely in non-Indian (predominantly British) hands. 
India's share in the coastal trade amounts only to 25 p c., 
and in the oceanic trade to about 2 p. c. Indians are 
excluded almost completely from the lucrative shipping 
business. The coastal trade is controlled by some large 
British navigation companies which hold a monopolistic 
position. It should also be noted in this connection that 
India possesses no shipbuilding industry that is worthy of 
mention. The present war however has directed the 
attention of the Government as well as of the public to 
the imperative need for the development of a ship-build- 
ing industry in India for the production of steam-ships. 



CHAPTER X 


The Manufacturing Industries of India 

Introduction : — We have observed in earlier chaptcrs» 
that agriculture is the main industry . of the country. An 
unduly large percentage of the population of India de- 
pends upon agriculture. Near about ten per cent of the 
people are engaged in the manufacturing industries. It 
cannot be too strongly emphasised that on account of the 
excessive dependence on agriculture our national eco- 
nomy lacks a proper balance and equipoise.* 

The Important Industries of India : — <a> The Jute 
IndnMry, Before the development of the Jute Mill In- 

* Dr. R K. Mukherjee points out that between 191 1 a-'d 1931 
the percentage of industrial workers to the working population de- 
clined from 11 *0 to 91. He refers to this as a process of Meindus- 
trialisation/ <Sce Food Planning, Preface). It is difficult to subs- 
cribe to this view. It has been pointed out "'Indian census returns in 
respect of occupations have lost a great deal of their usefulness for 
comparative purposes as a result of the numerous changes in classifi- 
cation which have been introduced during each successive enumera- 
tion." The following lines deserve careful perusal ^ "The gap 
between the growth of population- on the one hand and the absence 
of a correspondingly large increase in agricultural and industrial 
occupations on the other has, to a large extent, been made up by the 
increase in the distributional and other services (trade and transport 
and personal services)." Ghate—Occupational Distribution of Popu- 
lation, pp. 39 and 4b. 
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dustry, there flourished in Bengal a jute handloom indus- 
try. This indigenous industry enjoyed its period of -great 
prosperity from the beginning of the nineteenth century 
down till its middle. The second half of the nineteenth 
century witnessed the decline of the jute handloom indus- 
try and the rapid rise and amazing progress of the Jute 
Jvftll Industry. During the World war* 1914-18 there 
was an industrial boom, and there was a large demand 
for sand bags so that the jute industry received a great 
impetus. With the advent of the post-war depression 
of 1921 stocks of goods accumulated in mill godowns 
and a short-time agreement was negotiated which res- 
tricted the working hours to fifty four per week. The 
mills continued to work for fifty-four hours weekly until 
1929. Hours were increased to sixty for a time to meet 
increased competition, but with the beginning of the great 
economic depression, it became necessary to curtail pro- 
duction again. Restriction was enforced by reducing 
hours and sealing looms. ''With improving trade and 
in order to meet competition the restrictions were with- 
drawn by the Association by stages between 1934 and 
1937. Efforts were made to come to an agreement with 
the mills in India which had not been signatories of the 
agreement but these having failed the Association re- 
moved all restrictions imposed on its members."* After 
the failure of an attempt at an agreement there was un- 
checked over-production and by September 1938 the 
jute industry appeared to be heading towards a major 

* "Capital/' jubilee Number, Srd Nov. 1938. 



166 


INDIAN ECONOMICS 


crisis. At this stage the Government of Bengal inter- 
vened. At the end of September, 1938 the Govern- 
ment promulgated an ordinance for the regulation of 
working hours to forty-five per week and for the control 
of machinery. It was declared that on the expiry of the 
ordinance it would be replaced by legislation unless a 
voluntary agreement for restriction was arrived at in the 
meantime. "As a result of this the Indian Jute Mill's 
Association was able to announce early in January, 1939 
that a voluntary scheme for restriction of working hours 
was unanimously agreed to by all the members. This 
new Agreement came into force from the 15th March, 
1939."* With the outbreak of the War in September, 
1939 the Jute industry passed through a temporary boom 
period which was due mainly to large sand bag orders. 
In the later phases of the war the jute industry along with 
others has been hard hit. 

We may judge the importance of the Jute industry 
from a few figures relating to the number of persons 
employed in the industry and the value of the export of 
jute manufactures. The value of the export of jute 
manufactures amounted to fifty seven crores of rupees 
in 1928-Z9. It has declined sharply since then but still 
amounted to over twenty six crores of rupees in 1938- 
39. The jute mills employ about 275,000 labourers 

Regarding the problem of . the jute industry it should 
be noted that, as in the case of raw jute, this is one of 
increase of price by adjusting supply to demand. For 


* Revitw of the Trade of India, 1938»39, P. 33. 
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this purpose mere restriction of production will not be 
successful. This involves a g^reat burden because the 
costs of the maintenance of unwanted machinery have 
to be borne by the industry. T he jute industry is mani- 
festly overcapitalised and what is needed is a process of 
rationalisation. At the same time we must note that any 
apempt to increase jute prices to an unduly high level 
is likely to be frustrated. For the high price of jute would 
lead to the use of jute substitutes and alternatives. How 
far alternatives and substitutes can and will be used it has 
not been however definitely ascertained. The Jute 
Enquiry Committee said :^"The evidence that we re- 
ceived on this subject did not indicate that there was any 
large displacement of jute by the use of substitute fibres / 
nor did it show that the volume of jute substitutes actu- 
ally in use at the time of writing our report was appre- 
ciable."* 

The Cotton Industry • — Like the jute handloom indus- 
try India had also an indigenous cotton industry which 
declined under the rule of the East India Company. 
Since the sixties of the last century, however, there has 
been a gradual development of the cotton industry. 
During the last world- war the cotton industry enjoyed a 
boom period.After the war, the industry was in a depress- 
ed state for a long time. In 1927 the - first measure of 
protection was granted to the cotton industry. There has 
been a considerable development of the cotton industry 


♦ Report, P. 25. 
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since the last war. During the last war we were depen- 
dent on foreign supply for the bulk of our requirements 
of cotton goods. To-day the Indian mills can supply 
more than 80 p. c. of the country's requirements of 
piecegoods. The average number of hands daily em- 
ployed in the mills has steadily increased. It was above 
four lakhs in 1^36. Of late the Indian mills have been 
affected by the severity of the Japanese competition in 
the Indian market. 

The Indian Iron and Steel Industry : — The Iron and 
Steel industry is one of the important industries of India 
to-day. It employs about 25,009 persons. The deve- 
lopment of Iron Industry is greatly due to the genius of 
Mr. P. N. Bose who discovered the famous iron -belt 
of India and to the genius of Mr. J. Wt. Tata 
who started the Tata Iron and Steel Company. The 
industry received a great stimulus during the last war. 
It was granted protection for the first time in 1924, The 
Iron Industry has greatly benefited from the present war 
also. 

The Sugar Industry The sugar industry has deve- 
loped rapidly since protection was granted to it in 1932. 
The recent Tariff Board on the sugar industry claimed 
that protection has practically revolutionised the sugar 
industry. In 1930 three quarters of the sugar consumed 
in India were imported from abroad. At present India 
imports a negligible quantity of sugar which is entirely 
of the refined variety. The sugar industry is mainly 
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concentrated in U. P. and Bihar. For the purpose of 
facilitating the marketing of sugar an All- India Sugar 
Syndicate was organised on a voluntary basis in 1937, 
but it was given a definite legal status in 1938 by the 
Congress Governments of U. P. and Bihar. Legal re- 
cognition was withdrawn from the Sugar Syndicate rc- 
, oently because it was found to be guilty of precipitating 
a crisis of overproduction by deliberately accumulating 
stocks. It has however been recognised again subject to 
conditions of reorganisation. 

Causes of Industrial backwardness in India : — India 
possesses abundant natural resources but her industrial pro- 
gress has been extremely slow for a number of reasons i 
<1> The Government policy of Lais.sex Faire in 19ih 
century and indeed until the last Great War proved to be 
a great obstacle to the industrial advancement of the 
country. <2) Foreign exploitation — Foreign exploitation 
has also been responsible to a great extent for our industrial 
backwardness. It has been to the interest of the foreigners 
to use India as a source of raw materials and as a market 
for industrial goods. Severe foreign competition has 
been a standing menace to the Indian industries. 
<3) Poverty of industrial leadership and shortage of 
indigenous capital. <4> An unfavourable and unsym- 
pathetic Railway rates policy. <5) Lack of educated 
and skilled labour. 

The Government end the Industries : — From the 
beginning of the East India Company's rule in India 
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down to the last Great War the Government policy 
in relation to Indian industries was one of complete 
indifference / so much so indeed that many of the 
indigenous industries, which flourished in this country 
at one time, languished under the British rule. A 
change in the Government policy was brought about by 
the experiences of the last war. (1> Appointment of lndus.» 
trial Commission in 1916. The Commission definitely 
stated that India has a great industrial future before it. 
They pointed out however that a systematic policy of 
industrial development should be pursued under Govern- 
ment auspices (2) Departments of the industries were 
started in afl the provinces by the end of the war as re- 
commended by the Industrial Commission. (3> Appoint- 
ment of the Fiscal Commission in 1921. The Fiscal 
Commission strongly urged the adoption of a policy of 
discriminating protection by the Government of India 
in relation to the Indian Industries. The adoption of this 
policy by the Government marked the beginning of a new 
phase of the industrial development of the country. One 
industry after another was granted protection — the 
Iron and Steel Industry, the Match Industry, the Sugar 
Industry and so on. The policy of protection to the 
industries has been vindicated by the results it has 
achieved so far. Nevertheless there is a need for the 
cautious application of this principle in future. <4) The 
T ariff Board. According to the recommendation of the 
Indian Fiscal Commission Tariff Boards are appointed to 
consider the claims of industries to protection. The Tariff 
Board judges the claims of an industry to protection by 
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reference to three tests— <a) It must have natural advan- 
tage, <b) It must be in need of protection for rapid de- 
velopment. (c> It must eventually be able to face world 
competition Recently the demand has been voiced for 
a peimanent machinery of Tariff Board in India. (4) The 
present war which is raging in Europe has brought the 
Government as well as the public of this country a rude 
awakening. There is a keen and widespread realisation 
to-day that we are still very backward industrially. 
The demand has been put forward for the formulation 
of a clear-cut war-time industrial policy by the Govern- 
ment for the purpose of pushing up the industrial deve- 
lopment of the country. The Government* however^ 
have refrained so far from adopting a positive policy. 
They have, however, established a Scientific and Indus- 
trial Research Board and promised to liberalise the con- 
ditions of protection so that the industries started 
during the war may not be left high and dry after the war 
is over. 

Foreign Capital in India : — There has been much 
controversy in India of late regarding the desirability of 
employing foreign capital in India for the purpose of 
industrial development. The following objections have 
been raised against the use of foreign capital, {1> The 
profits go out of the country, <2) In foreign firms the 
Indians have no opportunity of acquiring positions of 
responsibility and power, (3) Foreign vested interests 
are created which are opposed to the political aspirations 
of the country. As against this objection it may be 
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pointed out that the use of Foreign Capital will hasten 
the process of industrialisation of the country. So as long 
indigenous capital is not forthcomiDg in sufficient quantity 
it is to the advantage of the country to .make use of 
foreign capital. Bur although the use of foreign capital 
is necessary and advantageous it should not be permitted 
to exploit the '■esources of the country in an absoluteSy- 
free and untramelled manner. Certain restrictions should 
be imposed upon foreign companies. (a> They should 
be incorporated and registered in India with a rupee 
capital, (b) A proportion of the shares of such com- 
pany should be reserved for Indian investors. <c) A 
certain percentage of the directors should be Indian. 

Indusfrial Labour: — With the progress of industrialism 
in India the problem of industrial labour is coming into 
more and more prominence. The following characteristics 
of industrial labour in India may be noted — (1) Its ineffi- 
ciency. Much has been made of the inefficiency of 
Indian labour and attempts have been made to prove the 
inferiority of the Indian labour in comparison with the 
labourers of other countries in a mathematical manner. 
Such mathematical compaiisons are extremely unreal. 
Nevertheless, the relative inefficiency of Indian labour 
cannot be denied. This inefficiency however cannot 
be regarded as rooted in Indian labour as such but 
is due to a number of environmental causes which arc — 
(a> Physical, <b> Social, <c) Industrial, <d> Mecha- 
nical. .<2> Another peculiar characteristic of Indian 
industrial labour is its migratoriness. There is no fixed 
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and settled industrial labour in India. The labourers are 
mostly villagers who come to the industries when they 
are in stress and difficulty and they always long to get 
back to their villages. 


CHAPTER XI 
Cottage Industries 

Infroduction It is important to realise that the cot- 
tage industries and small industries occupy a place of 
great importance in the economy of this country. It was 
the realisation of this fact that has led the Congress to 
lay the utmost emphasis upon the claims of small indus- 
tries. The plans for the industrialisation of the country 
which the National Planning Committee are drawing up 
have given due consideration to these industries. The 
cottage industries have been of inestimable value to Japan 
and there is every reason to believe that they have an 
important role to fulfil in the economy of this country 
too. , 

The important cottage industries of India : — <1) The 

Ck)tion Handlooni Industry — This is the most important 
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cortage industry of Bengal and indeed of all India. It 
provides employment for about 6 million people. 25% 
of the total demand for cloth in India is met by the hand 
weavers. 

<2> The Woollen Tn/lmtry — The woollen industry 
flourished well in India under the Moguls. The carpet- 
weavers were i prosperous class in those days. Under 
the British rule the internal demand fpr carpets has fallen 
off, but an external demand has replaced it to some extent. 
Under this head may be considered shawl manufacturing 
of which Kashmir is the important centre. Another 
important wollen good is the rough blanket. 

<3> The silk mannfacUire — The silk manufacture is an 
important cottage industry in the country. India had at 
one time a very flourishing indigenous silk industry of 
which Bengal was the most important centre. The in- 
dustry has languished greatly but the question of granting 
increased protection to it recently engaged the attention 
of the Tariff Board. The latter recommended an increase 
in protection, but the whole matter has been shelved by 
the Government. 

CoHage indusfrias of Bongal : — Besides the handloom 
and silk industry to which we have already referred above 
Bengal has other important cottage industries like brass 
and belbmetal work (Presidency and Burdwan districts), 
cane and bamboo work (Midnaporc, Jessore, Tipperah), 
lace industry and so on. The recent Land Revenue 
Commission of Bengal pointed out ; ''The development 
of such industries is of primary importance in considera- 
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tfon of the number of people which such industries might 
employ/" The Commission thought that an industry 
that may be developed in every village is that of poddy 
husking. For this purpose a simple type of husking 
machine might be introduced into the villages. The 
Commission proceeded to point out that there are great 
possibilities for the manufacture of carpets, satranchis, 
and other articles from choir in all districts where cocoa- 
nut trees grow abundantly. Basicets are commonly 
manufactured in the village but there is at present no 
organised centre for the industry. Pottery is imported 
into Bengal on a large scale though the materials exist 
in the province for local manufacture- There are thus 
many lines along which development may be carried 
out. 

How ike Collage industries may be fostered and 
developed: — We have already pointed out at thebe- 
ginning of this chapter the importance of cottage indus- 
tries. In this view it is essential that a systematic policy 
of the development of cottage industries should be pur- 
sued in this country. The Government should be pre- 
pared to bear their share of the burden. Protection of 
these industries may well claim the serious attention of 
the Government. The plea that the Federation of Indian 
Chambers of Commerce recently put forward for the 
relaxation of the rigid conditions of discriminating 
protection in relation to the small industries deserves 
the most serious consideration. It was also rightly 
urged that the Government should assume respon. 
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sibiliry for developing small industries from their 
infancy. The Provincial Departments of industries 
should be prepared to do their part in relation to small 
industries. They can render positive help to the indus- 
tries in various ways — by furnishing financial facilities, 
marketing facilities, industrial intelligence and so on. 

r 

The Bombay Economic and Industrial Survey Com- 
mittee whose report has just been published dealt 
at length with the problems of cottage industries. They 
point out that the main difficulties of the industries 
arise in connection with the obtaining of raw materials, 
inefficiency of technique and implements, finance, mar- 
keting and taxation. Accoiding to the Report, "a seri- 
ous handicap in the expansion of small-scale industries 
is stated to be the absence of technical assistance and 
expert advice." It may be noted in this connexion that 
the Industrial and Scientific Research Board that has 
been recently set up should devote proper attention to 
the needs and difficulties of small industries. 



CHAPTER XII 


Banking and Currency 

• lith'odlucflon The importance of the.banking system 
in the economic life of a community cannot be too 
strongly emphasised. Banking is above all in the modern 
world the key industry which vitally affects all other 
industries for no industry can be carried on without ade- 
quate supplies of credit which are provided under modern 
conditions by banks. In this view proper 4,evelopment 
of banking is absolutely essential to the progress of the 
trades and industries of a country. 

The structure of the Indian money market is some- 
what complex. Its components are: — <1) the Indian 
foint stock banks— these are banks registered under the 
Indian Companies Act. <2> the Exchange Banks which 
are foreign banks with their head offices located outside 
Indiar <3> the co-operative banks, <4> the Indigenous 
bankers who form an indeterminate but a very important 
group, ( 5 ) the Imperial Bank of India and (6) the Re- 
serve Bank of India which forms the apex of the banking 
structure in India 

Tka Indian Joint*sfo€k Banks The begiijnings of joint- 
stock banking in India may be traced back to 1860, when 
the principle of limited liability was introduced in this 
country. Taking a long view it appears that the history 
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of joint-stock banking in India is one of continuous de- 
velopment. 

There is however no reason to be satisfied with the 
development that has been attained so far. The Foreign 
Experts associated with the Central Banking Enquiry 
Committee had expressed the opinion that "'taking into 
account the structure and state of development of this 
country, it cannot be said thar the number of banking 
agencies and the amount available for the granting of 
credit, are insufficient/" This view however cannot be 
accepted. It is the consensus of opinion among econo- 
mists and bankers in India that there is enormous scope 
for banking development in India. 

Exchange Banks in India '.—The exchange banks are 
foreign banks. The exchange banks have practically a 
monopoly of financing the foreign trade of India. An 
alarming feature of the business of exchange banks in 
India is said to be their penetration into the internal 
trade in India 

Indian traders and importing firms have also brought 
serious charges of discriminating treatment against them 
by the exchange banks. The question of exercising some 
control over the exchange banks has loomed very large 
in recent times. 

Indigenous Banks : — Who are the indigenous ban- 
kers ? The indigenous bankers are not required to regis- 
ter themselves under any law, and as such there is no 
legal definition of the term available. The special feature 
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that distinguishes indigenous bankers from mere money- 
lenders is that they receive deposits and deal in hundts 
in addition to making loans. No detailed or statistical 
information is available regarding them although it is re- 
cognised that they play a very important part in the 
banking system of the country. Agriculturists, traders^ 
merchants and small industrialists have to depend largely 
on indigenous bankers and moneylenders m places where 
joint-stock banks do not exist. Further in many provinces 
even in localities where joint-stock banks or their branches 
arc functioning the indigenous bankers arc found to ren- 
der valuable services in connexion with the financing of 
internal trade and middle-sized and small industries and 
inland remitance work. 

Imperial Bank of India : — With the creation of the 
Reserve Bank the Imperial Bank became the biggest com- 
mercial bank in India. It however still enjovs a special 
status being still governed by a special Act (which was 
amended in 1934) and being the sole Agent of the Re- 
serve Bank of India at places in British India where there 
is a branch of the Imperial Bank of India and there is no 
branch of the Banking Department of the Reserve Bank. 

Tho Rosorvo Bank of India : — The banking sys- 
tem of India is a diversified and complex structure 
the relations between the different parts of it being 
of the loosest possible character. It has always been 
the outstanding problem of Indian banking as to how 
an integration and unified control of the entire banking 
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system may he ensured. The Reserve Bank which is the 
Central Bank of India was set up in 1934 with the de- 
finite object of achieving this object. 

In this view the Reserve Bank of India as the Centra! 
Bank is expected to follow a national banking policy 
which will further the widest interests of the country. 
The time has not yet come perhaps to pronounce a de- 
finite judgment on the record of the Reserve Bank in this 
respect as it has been in operation only for a period of 
five years. 

The Currency system of indie ; — The Currency 
System of India has passed through several distinct 
stages of evolution. From about the beginning of the 
present century till 1927 we had the Gold Exchange 
standard. In 1927 the Gold Bullion standard was in- 
troduced on the recommendation of the Hilton Young 
Commission. In 1931 with the breakdown of the gold 
standard in England the Indian rupee was linked to ster- 
ling, and this introduced what is known as the sterling 
exchange standard. 

The present standard in India is the sterling exchange 
standard. The currency system that we have in India 
to-day may be described as follows : — 

For the purpose of external payment the Reserve 
Bank buys and sells sterling exchange above a certain 
amount. Internally the rupee is the standard coin which 
circulates along with notes. Notes are backed by 40% 
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assets of gold coin, gold bullion and sterling securities. 
The remainder of the assets consists of rupee coins. 
Government of India rupee securities and of eligible 
bills.* 


CHAPTER XIII 
The Trade of India. 

Introduction i — The trade of India may be considered 
under three distinct heads t <a> The sea-borne trade, 
(b> The trans-frontier trade, <c) The internal trade 
We shall be concerned here with the first. We 
may begin by considering the principal character- 
istics of India,s sea-borne trade. <1> The most impor- 
tant characteristic of India's sea-borne foreign trade is 
that most of her exports consist of food-stuffs and raw- 
materials while manufactured articles are most important 
in her imports. (2> A second important characteristic 
of India's foreign trade is that her imports comprise a 
wide variety of articles, while her export trade is con- 
fined to a few staple commodities like raw-cotten, jute, 
tea, oil-seeds, food-grains etc. <3> The predominance 
of Britain in our foreign trade which however has been 
diminished to some extent since the last war. <4} India 

* Gold Exchange Standard “The chafacteristica of the 
system vere : <1> the internal medium of exchange was token coln-> 
the rupee, (Z) this coin rupee was linked with gold for purposes of 
international payments, its external value being supported by the 
Council Bills and Reverse Councils." 
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has usually an excess of exports over imports, that is, 
a favourable trade balance. 

Distribution of Indio’s Foreign Trade (a> by chief 
countries : — As regards import trade, the percentage 
shares of the different countries in 1938-39 were as 
follows: United kingdom — 30‘5% / Burma 16‘0'/ 
Japan lO’l , Germany 8‘5 / U. S. A. 6’4 and so on. 

As regards exports the shares were as follows : — 
U. K.— 34'0%, lapan 9*0, U. S. A. 8'5, Burma 6'2, 
Germany 5*1, and so on. 

<b) By chief commodities — Imports : — Cotton and 
cotton goods — 14*88%, machinery and mill work 12*50, 
oils 10*26. 

Experts; — lute raw 8*22, jute manufactures 16*12, 
cotton raw 15*14, cotton manufactures 4*37, tea 14*38, 
seeds 9*26. 

Change in the Nature of India's Imports : — It is 

pointed out i "There appears to be a definite change 
in the nature of India's imports. The relative signifi- 
cance of goods of general consumption has diminished 
both in their relation to importers and in their contribu- 
tion to import duty. The importers of raw materials and 
capital goods have become more important while luxu- 
ries have maintained a more or less stable position."* 


* The Burden of the IndUw Turiff by T. E. Gregory and 




CHAPTER XIV 


Public Finance in lndi|& 

Infroducfion i — In India the study of public finance 
is somewhat complicated. This is due to the fact that, 
on the one hand, there is the Central Government and, 
on the other, there are the Provincial Governments. 
Public finance in India is concerned with, both. The 
financial relations between the Central Government and 
the Provincial Governments have passed through several 
stages of evolution. The proper adjustment of these re- 
lations has always presented serious difficulties and no 
satisfactory way out of them can yet be said to have 
been found. In the early stages of the British rule in 
India there was a complete centralisation of financial 
control in the hands of the Government of India- 
Beginning from 1871 a process of decentralisation was 
started which reached its climax under the Reformed Con- 
stitution.The keynote of the new Constitution (1919) was 
the introduction of popular Government in the provinces. 
It was realised that it was necessary to give the Provincial 
Governments increased control over financial matters 
if the principle of popular government was to have full 
play in the provinces. The principle of financial clean- 
cut was adopted and there was a complete separation of 
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the heads of revenue as betw^een the Central and Pro- 
vincial Governments in the following manner i — 

Centred — Customs and excises. Income-tax and Super 
tax, salt, opium. 

Provincial — Land, Revenue, Excises on alcohol and 
narcotics, stamps, registration fees. 

Federal Finance The scheme of financial rela- 
tions introduced under the Reforms was found to be 
thoroughly unsatisfactory in practical operation. The 
provinces were saddled with the responsibilities of 
a number of nation-building departments, but they 
were not armed with sufficient funds to enable them 
to discharge their responsibilities in an adequate and 
satisfactory manner. The sources of revenue allowed 
to the centre were elastic and expansive, while its 
items of expenditure were more or less of a stationery 
and fixed character. On the other hand, the sources of 
revenue of the Provincial Government were inelastic, 
although their expenditure was capable of great expansion 
specially in relation to the nation-building activities. The 
basic defect of this financial arrangement lay in the fact 
that it put excessive emphasis upon a clear-cut separa- 
tion of the heads of revenue. It is worthy of note that 
federal finance in other countries is not characterised by 
such a rigid dichotomy. To remedy this defect the 
financial arrangement that has been adopted under the 
GovemAient of India Act 1935 does not follow any 
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single principle of classification. The allocation of reve- 
nues that has been made under the Act is of a some- 
what complex character. 

The structure of fedetal finance under the new cons- 
titution is as follows : 

I. The Federal Legislative List contains certain 
fiSads of revenue which are to be raised dnd appropriated 
by the Federal Government, e. g. : 

(a) Import Duties except on Salt. 

<b> Contributions from railways and other federal 
commercial undertakings (i. e>, posts and telegraphs). 

<c> Corporation Tax (which would not be levied in 
the first ten years in the Indian States). * 

<d) Coinage profits and share in the profits of the 
Reserve Bank. 

II The Federal Legislative List also comprises certain 
items in respect of which the Federal Government will 
have the right to levy taxes but the net proceeds of which 
would be assigned to the Provinces and to those states 
where such taxes are levied : — (a) Stamp Duties (com- 
mercial), <b) Duties in respect of succession to property 
other than land, <c) terminal taxes on goods or passen- 
gers carried by railway or air and taxes on railway fares 
and freights. (It is provided that the Federal Legislature 
may at any time increase any of the said duties or taxes 
by a surcharge for Federal purposes). 

111. There are certain other heads of revenue in 
Federal Legislative List which are to be levied and col- 
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lected by the Federal Government, but the proceeds 
thereof may be assigned partly or wholly to the federa- 
ting units. (a> Export Duties*, (b> Salt Duties, <c) Fede- 
ral E)uties of Excise on tobacco, and other goods manu- 
factured in India). 

IV. There are some heads of revenue included In 
the Provincial Legislative List which are to be raised and 
appropriated by the Provincial Governments : — (a> Land 
Revenue, (b) excise duties on alcohol, drugs and narco- 
tics, (c) stamp duties <non-commetcial), <d> taxes on 
agricultural incomes, <e) forests, <f) other miscellaneous 
items. 

V. As regards taxes on income these shall be levied 
and collected by the Federation, but a prescribed percen- 
tage of the net proceeds in any financial year shall be 
assigned to the Provinces and to the Federated States. 

Th# Niemeyer Award : — Sir Otto Niemeyer was 
appointed by the Secretary of State in 1936 to make 
recommendations to His Majesty's Government on 
matters relating to Section 138<1) and <2) of the Govern- 
ment of India Act 1935 (this Section deals with alloca- 
tion of taxes on income), Section 140 (which deals with 
the assignment of the net proceeds of the Jute Export 
Duty), and Section 142 (which deals with grants in aid 

* The Act (Section 140) definitely provides that oae*half of 
the proceeds of the jute duty would he assigned to the jute-growing 
provinces^ 
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of the revenues of the Provinces). Sir Otto Niemeyer's 
recommendations* in respect of these three matters may 
he briefly stated. <1> Taxes on income. Sir Otto es> 
timated that the annual income-tax yield vould be in the 
neighbourhood of Rs. 1 2 crores. He recommended that 
fifty percent of this yield should be handed over to the 
Provinces. But in the years immedialtely following the 
introduction of Provincial Autonomy there can be no 
question of the Centre's relinquishing a further six crores 
or so of its resources. During an initial period of 3 
years beginning from the introduction of Provincial Au- 
tonomy the centre may retain out of the 50 p. c. assigned 
to the Provinces the whole or such sum as* is necessary 
to bring the proceeds of the 50 p. c. share accruing to 
the Centre together with any General Budget receipts 
from the railways up to 13 crores whichever is less. 
During a second period of another 5 years the centre 
shall relinquish to the Provinces by equal steps so much 
of the Provincial share as it is retaining in the last year 
of the first period. Within about ten years from the 
commencement of the Provincial Autonomy the Provin- 

* Sir Otto stated ^"Throughout the dUcustiona icading up to 
the Government of India Act, it has been recognised that at the 
inauguration of Provincial Autonomy each of the Provinces should 
be so equipped as to enjoy a reasonable prospect of maintaining finan> 
cial equilibrium and in particular the chronic state of deficit into which 

some of them had follcn should be brought to an md..« Prom the 

Central point of view on the other hand it is clear that the financial 
stability and credit of India as a whole must remain the paramount 
consideration." P. Z. 
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ces may hope to be enioying their full share under this 
revenue head. <2> 50 p. c. of the Jute Export Outy had 
been assigned to the Provinces by the Government of 
India Act. Sir Otto recommended its increase to 6Zi%. 
<3> Assistance to Provinces. This is to be rendered in 
two forms, in the form of annual cash subventions 
and in the form of cancellation of debts incurred prior to 
April 1, 1936. 

Oeneral Staternetit of the Revenue and Expenditure of 
the Central Government. 


Principal Heads 


of Revenue. 


1. Customs 

3916 

Z. Central Excise 


Duties 

10-14 

3. Corporation 


Tax 

5-30 

4. Income tax 

14-20 

5. Salt 

8-20 

6. Opium 

•47 

Other heads 

54-26 

Total 

131-73 


Heads of Expenditure. 

Defence Service 
Civil 

59-40 

Administration 11*80 

Debt Services 

12-11 

Civil works etc. 

3-22 

Other items 

45-20 

Total 

131-73 


Central Revenue — Customs The Customs duties 
are the most important source of revenue of the 
Central. Government. For 1940-41 they are esti- 
mated to yield 39 crores of rupees. During the 
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pre-depression period their yield was much hightt 
(being 51 "28 crores in 1929-30). The Customs 
duties are duties on exports and imports. These duties 
can be revenue duties i. e., duties which are intended to 
increase the revenue of the Government, or. protective 
duties i. e, duties which are imposed to protect indige- 
nous industries. Such duties are not profitable from the 
Government point of view.* With the* adoption of the 
Imperial preference preferential duties also have become 
an important feature of the Indian Tariff system. It is 
worthy of note in this connexion that under the condi- 
tions of war the customs already show signs of becoming 
a declining source of revenue.! An important point 
that snould be noted in connection with 'the customs 
duties that they are a form of indirect taxation and as 
such bear hardupon the poor!. From this point of view 

♦ '^Protective duties arc only completely successful when all 
foreign goods are excluded, and therefore attain their end most effect 
tually when they bring in no revenue whatsoever." Bastabic^Theory 
of International Trade, P. 110. 

I Sir jeremy Raisman in his Budger made some allowance for 
this factor but it appears that he underestimated its importance. Said 
Sir jeremy /—The forecasting of customs revenue is at all times a 
matter of great difficulty— in the circumstances of the war the task is 
rendered even more difficult by major uncertainties of a kind unpara- 
lelled in peace. Of these uncertainties shipping difficulties and import 
restrictions arc worthy of special mention. (See Finance Member's 
Budget Speech). 

t 'The yield of import duties has always heen the most import 
tant item in India's actual tax rexenue. Though its proportion had 
fallen over the period <1926-27 to 1937.38) from 58 p. c to 49 p.c , 
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an excessive reliance upon this source of revenue is not 
desirable. 

Canirai Excisa Dufias * — ^The two important excise 
duties are those on sus^ar and matches. The sugar excise 
duty has been very unpopular in this country as it has 
imposed a burden upon a nascent industry. To cove£ 
the budget deficit for 1940-41 the Finance Member, 
among other measures, increased the excise duty on sugar 
from Rs. 2 to Rs, 3 a cwt. 

Corporation Tax : — This is a rax on the profits of 
companies. It is estimated to yield 5 crores of rupees 
for 1940-‘41. 

Incoma Tax : — Next to customs revenue Income tax 
is the most Important source of revenue. This source 
may be expected to become more important in future as 
our system of taxation is brought into line wiih the tax 
systems of the advanced countries of the world in which 
main reliance is placed on direct taxation. The income 
tax is estimated to yield 14,20 crores of rupees. It is to 
be remembered that under the Niemerycr Award a cer- 
tain percentage of the income tax yield is to be given to 
the provinces. Under this arrangement, the Centre re- 

which itself was stiff very considerable it has again risen to 59 p. c. in 
in 1937-38. Thus hatf or more than half of this country's central 
tax revenue is dependent on a type of taxation which is regressive in 
character." The Burden of Indian Tariff by T. B. Gregory and W. R. 
Natu' P.-44 
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taioed from the provincial share of fifty per cent an 
amount sufficient to bring its own share plus the railway 
surplus to Rs. 1 3 crores. By a recent amendment by an 
Order-in-Council to the Niemeyer Award this arrange 
ment has been altered.* According to this amendment "in 
each of the three years beginning with the current year 
<^939-40) the centre is to retain from the provincial 
moiety the fixed amount of Rs. 4,50 iakhs,'^ <Budget 
speech, 1940-41). Under this arrangement the share of 
, the Provinces is expected to reach the figure of Rs. 3,00 
lakhs during 1940-41. 

Salt : — This is expected to yield about 8 crores during 
1940-41. The salt tax is very unpopular in tKis country. 
It is a tax upon a necessary which enters into the con- 
sumption of vast millions. It is a vitally important in- 
gredient in the diet of the people of a tropical country 
and as such the restriction of its consumption is highly 
undesirable. The Congress Party in the Assembly 
attempted to secure its abolition but without success. 

Opium : — The revenue from this source is expected 
to amount to 47 lakhs of rupees during 1940-41. It is 
an unimportant source of revenue at present. The Go- 


* justification for this alteration in the Niemeyer formula is 
of course the complete change in the financial situation brought about 
by the war. The centre has had to shoulder the ent^e burden of tn« 
creased expenditure on Defence, and an appreciable amount of extra 
Civil expenditure arising out of the war, while there has beenvery Irttle 
corresponding increase in provincial expenditure/' (Budget speech). 
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vernment of India responded to the efforts of the League 
of Nations to stop the opium traffic, and in consetpience 
the exports of opium to foreign countries ceased at the 
end of December 1935. Since then the revenue under 
this head has been derived solely from opium sold for 
consumption in India. 

w. 

C«itfral Expanclitura : — As regards Central expend!* 
ture the important items are. Defence Services, Civil 
Administration and Debt Services. These absorb between % 
them the maior share of India's revenue. 

Dafenca Sarvicas: — The Defence Budget for 1940- 
41 worked out on the basts of the settlement with His 
Majesty's Government amounts to Rs. 53,52 lakhs.* 
The total extra expenditure which will be thrown on the 
Defence estimates payable by India as a result of the 
war is Rs. 8,39 lakhs. The war measures that have 
been adopted since are expected to involve an additional 
expenditure of Rs. 20 crorcs . The military expenditure 
in India is too high in proportion to the income of the 
Government. There is considerable room for economy 
under this head. Indianisation of the army can afford 

Chatfiled Committee recommended a capital outlay of Rs. 45 
crores on Indian defence which would be furnished by Hie Majesty's 
Government, three-fourths as a pure ^ift to India and the balance as an 
advance to be repaid on easy terms '^HisMajesty's Government have 
agreed to continue to implement during the war, at greatly enhanced 
cost to them, the Chatheld programme for the modernisation of the 
Army oi India." 
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con^deiable relief, but so far this has not been attempted 
at alt except in a very cautious and hesitant manner. 

Civil Administrafion i — Likewise civil administration 
invdves a considerable amount of expenditure. During 
1940-41 expenditure under this head would amount to 
R^. 1 2 crores. Debt set t'iees would ijfivolve a similar 
amount of expenditure. 

Tha Provincial Budgat : — The Budget of the Govern, 
ment of Bengal for 1940-41 : — 


(In thousands of rupees) 


Customs 

2,20,00 


Police 

2,30,76 

Income tax 

55,60 


General Administration 

Land Revenue 

3,67,98 



1,80,59 

I Provincial Exciscl,60,50 


Administration 

of 

Stamps 

2,65,00 


Justice 

1,00,89 

Forest 

22,34 


Jails 

35,83 

Registration 

25,00 


Education 

1,68,13 

Motor vehicles 



Medical .Relief 

58,15 

taxes 

21,80 


Public Health 

48,43 

Other taxes and 



Agriculture 

17,51 

Duties 

49,60 


Industries 

21.18 

Other Heads 

2,09.46 


Veterinary 

6,87 



Other charges 

5,85.89 

Total* 

13,97728 


TotaU ’ 

14,54.23 


* Total Revenue Receipts. 

I Total Revenue Expenditure. 
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Revenu* — Cvftvais ‘--r-iZ Cfores) Th«se are Benfai's 
receipts from the Ceiitral Expeirt Dpty on jute They 
began in 1934' 35 when the Central Legislature 
voted 50 p. c. of the net proceeds to the jute producing 
provinces. This percentage was raised to 62| with 
effect from 1937-38. 

Income tax: — (55il lakhs) Section 138 of the Go- 
vernment of India Act provides for the assignment to 
the provinces of a share of net proceeds of taxes on in- 
come other than agriculture income. The basis on 
which this assignment was to be made was laid down by 
the Niemeyer Award to which a recent amendment has 
been made by an order-in-council. In consequence the 
hopes of an increased share of the income tax that might 
have accrued to the provinces as the result of the increase 
in contribution from the railways to the central reve- 
nues have been blasted. 

Land Revanua — This is a stationary source of in- 
come <Rs. 3 crores) on account of the Permanent Settle- 
ment. 

Stamps .• — Another important source of revenue. It 
would bring about 2 crores. 

Excisa— It yields Rs. 1 J crores. 

Forasts would bring 22 lakhs. Registration 25 lakhs. 
Motor vehicles taxes 21 lakhs. Other taxes and duties 
include taxes on luxuries (entertainment tax and betting 
tax) which would yield between them a little over 18 
lakhs of- rupees. Electricity duties yield Rs. 20i lakhs. 
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Receipts under the Bengal Finance Act are expected to 
yield 11 lakhs. 

Provincial Expandihir# — As regards provincial ex* 
penditure it is to be observed that the police, general ad* 
ministration, admininistration of justice, absorb between 
them the major share of the provincial revenue, and very 
^adequate sums are left over for the developmental and 
oeneficient activities of the Government.* For education, 
for instance, a paltry sum of Rs. li crores has been 
provided. The proper financing of a scheme of primary 
education alone is likely to cost Rs. 4 crores. The 
optimum expenditure under this head can hardly there* 
fore be less than Rs. 5i crores. During 1938-39 Bengal 
made a provision of Rs 32i lakhs for primary education, 
whereas Bombay budgeted Rs. 1 i crores for this purpose 
Regarding the expenditure on agriculture the Land Reve- 
nue Commission recently pointed out, "we realise that 
the Agriculture Department in Bengal has been handi- 
capped by lack of funds. ..The present provision (for 
1940-41 it is Rs. 17i lakhs) is quite insufficient for the 
needs of the province > the minimum requirement would 
be in the region of Rs. 27 lakhs.'^ During 1938-39 
Bengal spent nearly about Rs. 14 lakhs on agriculture, 
whereas Madras spent Rs. 20i lakhs, LI. P. 56i, and 
Punjab about 36 lakhs. For medical relief and public 
health the budget provides Rs. 106 lakhs, but the expendi- 
ture under this head needs to be increased to at least 
Rs. 127 lakhs. 


The End 









